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Preface 


The present Survey is the thirtieth in a series of reports prepared by the secretariat of the Economic 
Commission for Europe to serve the needs of the Commission and to help in reporting on world economic 
conditions—a task which the Economic and Social Council of the United Nations has entrusted to the 
Department of Economic and Social Affairs. 


This SuRvEY is published on the responsibility of the secretariat, and the views expressed in it should not 
be attributed to the Commission or to its participating Governments. 


‘EXPLANATORY NOTES 


The following symbols have been used throughout this SURVEY: 


not available or not pertinent; 


nil or negligible; 


* 
ll 


estimate by the secretariat of the Economic Commission for Europe; 


signifies a break in the comparability of a statistical series. 


ll 


In referring to combinations of years, the use of an oblique stroke—e.g. 1974/75 
signifies a twelve-month period (say from 1 July 1974 to 30 June 1975). The use of a 
hyphen—e.g. 1973-1975—normally signifies either an average of, or a total for, the full 
period of calendar years covered (including the end-years indicated). 


Unless the contrary is stated, the standard unit of weight used throughout is the metric 
ton. The definition ‘‘billion” used throughout is one thousand million. Minor discrep- 
ancies in totals and percentages are due to rounding. 


References in tables or charts to the OECD (Organisation for Economic Co-operation 
and Development) refer to the west European members of that organization. 
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CHAPTER 1 


RECENT ECONOMIC DEVELOPMENTS IN WESTERN EUROPE 


INTRODUCTION 


At the beginning of 1976 there was a widespread belief 
that a recovery was firmly under way. This opinion was 
reflected in the economic policy stance during the year. 
Fiscal policy in most countries had been clearly expan- 
sionary in 1975 but was considerably modified in 1976. 
This was partly an automatic effect of fiscal drag which 
was not offset by reduction of direct tax scales as was the 
case in 1975. Furthermore, the increase both of transfers 
and other expenditures slowed down considerably in 1976. 
Monetary policy was also restrictive as indicated by 
rather stringent guidelines for monetary expansion, by 
increases in central bank interest rates and by measures 
affecting commercial banks’ liquidity and credit ceilings. 


This change in policy stance came at an unusually early 
stage of the business cycle. In previous post-war cycles, 
fiscal policy continued to be expansionary even some 
time after a turn-round was clearly visible. Likewise, 
monetary policies have generally been more restrictive 
than in the comparable early stages of previous recoveries. 
Nevertheless, the recent depression has been the deepest 
since the early 1930s and would thus have the longest way 
to go before previous levels of capacity utilization were 
reached. The reasons that prompted these policy stances 
have been various: the short-lived nature of the previous 
rapid boom, the increased priorities for fighting inflation 
and, in some countries, the necessity to improve balance- 
of-payments positions, have all played an important role. 
Governments were, furthermore, anxious to cut back 
their deficits in order not to “crowd out” private invest- 
ments which were expected to become a main support of 
a sustained recovery. 


For the year as a whole the outcome generally surpassed 
the forecasts prepared at the end of 1975. The profile of 
the development during the year, however, was quite 
different from that expected. Initially the recovery was 
very rapid but in the second half of 1976 the autonomous 
factors lost their momentum. From that point of view 
the shift in economic policy seems to have been premature. 
As a consequence, growth settled on a lower trajectory 
than would be required to reduce unemployment. 

The sharp turn-round in 1975 gave an indication of the 
reversal that could be expected later. The first half of 
1975 showed a decline in GNP for the whole OECD area 


of about 4 per cent (annual rate). In the second half there 
was a recovery of about the same magnitude. In the first 
half of 1976 the rate of growth of GNP seems to have 
speeded up to about 6 per cent. The increasing contri- 
butions to demand by private consumption—car sales 
have done particularly well—and of inventory invest- 
ments explain this development. Both these factors then 
weakened considerably as restocking of raw materials, 
intermediate goods and consumer durables petered out 
without being replaced by any other autonomous demand 
factor. Thus the rate of growth of GNP for the OECD 
area seems to have been almost halved between the first 
and second halves of 1976.1 


The course events have taken in 1976 will have con- 
sequences for economic developments in the near future. 
This failure of “fine-tuning” has created a situation of 
uncertainty about the intentions of governments and their 
ability to get a recovery going without renewed inflation. 
The prevailing sluggishness of private investment can be 
related both to these uncertainties and to the remaining 
low degrees of capacity utilization. 


Forecasts for 1977 have in many cases been revised 
downwards since the summer of 1976. For west European 
countries combined GDP is presently envisaged to grow 
in 1977 at a modest rate of about 3 per cent with no 
apparent acceleration during the year. The implication 
is that any slight improvement in the labour markets that 
may have taken place in 1976 will be lost in 1977. In fact 
the present outlook for western Europe is that unem- 
ployment in 1977 may surpass the previous highest post- 
war levels. Another implication is that the volume of 
world trade.in 1977 may well grow at not more than half 
the rate achieved in 1976. Actually the rate had already 
fallen in the second half of 1976 and is expected to fall 
further in the course of 1977. The “‘export-led” growth, 
that some small countries have been and still are looking 
for, will hardly appear until domestic demand in the large 
countries develops more vigorously than is presently 
foreseen. 


1 In the Economic Survey of Europe in 1975 (New York 1976), the 
probability of such a profile over 1976 was strongly underlined 


(pp. 2 and 57). 
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The following table gives some pertinent figures with 
regard to the development of gross domestic product and 
its components. 


Thirteen west European countries 4 


(Percentage yearly changes) 


Forecast 
1975 1976 1977 
Private consumption ... . 1.6 2.9 251/ 
Gross fixed capital formation. —4.7 1.0 1.8 
Gross domestic product. . —2.1 4.1 3.0 


¢ Austria, Belgium, Denmark, Finland, France, Federal Republic of Germany, 
Ireland, Italy, Netherlands, Norway, Sweden, Switzerland and the United Kingdom, 


Gross fixed capital formation in 1977, according to 
the forecast, will still be a long way from its level of 1974. 
In all three years private consumption proceeds at far 
higher rates than fixed investment. The high figure for 
GDP in 1976 is explained by the contributions from 
investment in inventories which, for the major countries, 
amounted to 1-2 percentage points. For 1977 no such 
contributions are likely. 


A sustained upswing is not therefore in sight for the 
immediate future. It is not excluded, at least for the late 
1970s, that there will be no sustained recovery of the type 
that has occurred with a certain regularity in the post-war 
period. This might mean also, in the medium term, a 
growth path on average well below the performance of 
recent decades. There are several reasons for such a 
prediction. The economic environment seems to have 
changed in such a way that the difficulties have increased 
in achieving simultaneously rapid growth, low unem- 
ployment and stable prices. The priorities of policy- 
makers seem, furthermore, to have switched in favour 
of price stability. There is hardly any doubt that if so 
desired, concerted economic policies in the major in- 
dustrialized countries could set off a boom that would 
rapidly bring their economies back to earlier levels of 
high capacity utilization and low unemployment rates. 
But a massive general stimulation of demand through 
expansionary economic policies can hardly be considered 
appropriate although, with continuing unemployment, 
pressures will increase for such a course of action. Such 
policies would almost certainly accelerate an inflation 
that so far has barely been brought under control. 
However, the high levels of unemployment, which are 
likely on present policies, cannot be allowed to prevail. 
The answer is probably an intensified use of selective 
economic policies, a variety of which have been argued 
for in the past but which actually have not been imple- 
mented on a sufficient scale or in a systematic way. 
Through various types of labour market policies and 
fiscal policy devices it may be possible to lower the 
unemployment rate that would be compatible with low 
and non-accelerating inflation rates. 


There has been some progress in reducing inflation, 
although not as much as expected. Having peaked at the 
end of 1974, the rates of increase of consumer prices came 
down slowly during 1975 and 1976 (measured as quarterly 
increases over the corresponding quarter of the previous 


year). There was, at the same time, a tendency for the 
rates of increase in “high” inflation countries to come 
down faster than those in “low” inflation countries. 
Towards the end of 1976, however, there are signs of a . 
renewed acceleration of inflation rates in the former 
group of countries. (This acceleration is related to 
mounting wage pressures as, for example, in Italy, and 
the delayed effects of currency depreciation as, for 
example, in the United Kingdom.) These developments 
are shown in the following table. 


Average rates of increase of consumer prices 
in two groups of west European countries 


(Per cent increase over corresponding period of previous year) 


Group 1% Group 2° 

1975 

QO} de er Ge ie ra Cees 18.7 9.0 

О arr ot oe On fe, pase 17.7 9.2 

CS PLR Ve Vi ee 15.6 9.3 

Ole pee СТРО. ais PO eee ee 13.8 7.8 
1976 

Ок. ое 13.4 7.5 

а с ee 12.8 1 

(ON фе ен doth Ae oh tee 12.9 6.6 

Ома Boe Se ee a ee 14.3 6.3 


а Belgium, Denmark, France, Finland, Italy, Ireland, United Kingdom. 


> Austria, Federal Republic of Germany, Netherlands, Norway, 
Switzerland. 


Sweden, 


For the two groups of west European countries taken 
together consumer prices increased in 1976 by 10.5 per 
cent. Current projections suggest a corresponding average 
rate of increase of around 9 per cent for 1977. The process 
of reducing inflation should not in general be upset by 
any sudden rise in food prices: the present outlook for 
grains suggests that food will in fact continue to be a 
moderating influence on the over-all rate of price increase. 
The prospects of reducing the difference between the two 
groups are better than they have been for some time. 
Instability in foreign exchange rates, which has exacer- 
bated the difference between the two groups of countries 
(especially in the second half of 1976), should be greatly 
reduced in 1977 by the central banks’ support facility 
for the official sterling balances which was agreed on 
10 January 1977. 


The current balance of western Europe as a whole as 
well as of the United States deteriorated significantly in 
1976 after the improvement achieved in 1975. These 
swings have clearly followed the changes in economic 
activity. There was not, however, much of an adjustment 
as between surplus and deficit countries within the 
region. Non-oil primary producing countries improved 
their position somewhat. The major oil exporters are 
estimated to have increased their suplus on current 
account from about $35 billion in 1975 to around $40 
billion in 1976. (In 1974 the surplus was $67 billion.) 

Major swings in the trade balances of the principal 
country groupings, comparable with those during the 
past three years, are unlikely in 1977. The immediate 
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prospects are for some slight reduction in trade im- 
balances among the west European countries, largely 
through slower growth in some of the deficit countries. 
The crucial OPEC trade surplus could decline somewhat 
with the expected resumption of fast import growth after 
the recent slowdown. OPEC should again be the major 
growth market for the industrial countries’ exports in 
1977. It would also appear to be an increasingly impor- 
tant export market for some of the non-oil developing 
countries. Western Europe’s exports to this latter group 
may also be rather more buoyant in view of the recent 
improvements in their external position (their reserves, 
for instance, rose by nearly $8 billion in 1976). 


Even if the balances tend to change in the “right” 
direction—the external imbalances among the west 
European countries narrowing and the OPEC trade 
surplus falling somewhat—the debts corresponding to 
the accumulated deficits are continuing to pile up. This 
development has put mounting pressures on the function- 
ing of the international financial system. These pressures 
will continue to increase and there is a risk that lack of 
adequate international financial intermediation will 
become a restraint on growth and trade. An under- 
standing and agreement on the desirable and sustainable 
medium-term international debt patterns seems to be a 
necessary complement to domestic policy efforts. 


1. DEVELOPMENTS IN 1976 


(i) Output and demand 


In 1976 gross domestic product rose by about 4 per 
cent and industrial production by about 7 per cent for 
the thirteen industrialized west European countries 
combined. The aggregation of national forecasts pre- 
pared towards the end of 1975 or the beginning of 1976 
gave a growth rate of no more than 3 per cent for GDP 
and many observers considered even this modest target 
as too optimistic. However, if 1976 turned out to be 
somewhat better than the admittedly gloomy forecasts, 
the present cyclical upswing can in no way be considered 
satisfactory. The slack in most west European economies 
remains large, unemployment is disturbingly high and, 
on present policies, very little improvement is expected 
for 1977. In the following text table, the present upswing 
is compared with those in 1968-1969 and in 1972-1973. 


Industrialized west European countries combined : 
GDP and manufacturing output in three cycles 


(Annual percentage changes) 


Mf. Mf. 


Year GDP prod. Year GDP prod. 
First cycle {973 eee 5.4 8.4 
7. co 2 B® 0 We зоо Dep 0.9 
NES соо. 99 75 
а 200 10.5 Third cycle 
ate eS OTSan, Ah 2 eT 7 
Second cycle WHOS оо 6 « 4.1 7.0 
И te hare 355 а ost cies re es One 
OP on se hE 4.9 


Sources: OECD national accounts and industrial statistics; national statistics 
and Secretariat estimates. 


в Aggregation of national forecasts (see appendix table I). 


> On the basis of past relations a GDP growth rate of 3 per cent implies a growth 
rate for manufacturing production of the same order of magnitude. 


The 1975 recession was much more severe than either 
the 1967 or the 1971 recession when gross domestic 
product had continued to increase. In 1975 both GDP 
and industrial production fell and the recovery in manu- 
facturing output in 1976 did no more than make good 
the ground lost in 1975. The pace of recovery in 1976 
was slightly lower than in either 1968 or 1972. This 
might already be considered disappointing taking into 
consideration the severity of the 1975 recession, but 
government policies have aimed at no more than a 
moderate rate of recovery because of fears of inflation 
and, in some countries at least, because of balance-of- 
payments constraints as well as policy determination to 
reduce public sector deficits. However, the weakness of 


the present upswing is further emphasized by the expected 
growth for 1977. In the past, the second year of recovery 
has generally been better than the first: output rose faster 
in 1969 and 1973 than in either 1968 or 1972, mainly 
because fixed investment (especially enterprise invest- 
ment)—following with a lag the development of other 
sectors of final demand—became the main support of the 
expansion. On present policies and expectations, 1977 
does not appear to conform to this pattern. Gross 
domestic product is expected to grow at no more than 
3 per cent, that is, less than in 1976. This is just half the 
growth rate experienced in the corresponding years of 
previous upswings and will hardly permit any reduction 
in unemployment. 


The recovery of output in western Europe, which 
started in the last quarter of 1975, proceeded at a slower 
rate in the first and second quarters of 1976 and levelled 
off in the third quarter as restocking and the upsurge in 
private consumption lost most of their previous vigour. 
The unexpectedly long summer lull led to a worsening 
of expectations and stopped the improvement which had 
started to appear on the labour market. It also led to a 
somewhat more critical evaluation, if not always to a 
revision, of the increasingly cautious policies followed by 
most governments in the recovery phase. In the last 
quarter of 1976 and especially in November and December, 
there was some resumption in activity: manufacturing 
output for the west European countries combined rose 
at an annual rate of 4 per cent. The output revival was 
mainly due to the long-awaited recovery of private 
enterprise investment but, as will be discussed in the 
fourth section of this chapter, nothing comparable to 
past investment booms is expected for 1977. 


The level of industrial production at the end of 1976 
for the 13 industrialized west European countries com- 
bined was around the pre-recession peak. This was 
surpassed by food, textiles, chemicals and means of 
transport industries, but had not yet been reached by the 
engineering industries (table 1.1). The branch behaviour 
of output reflects the predominant role played by private 
consumption in the recovery and the sluggish behaviour 
of fixed investment. A strong though delayed develop- 
ment of enterprise investment and an associated pro- 
duction rise in the metal-producing industries was a typical 
feature of past recoveries and constituted the main force 
of the upswing. Starting to expand with some lag behind 
other industrial branches, the engineering industry ex- 
hibited the highest rate of growth of output in the second 
year of recovery (that is, in 1969 and in 1973 in the last 
two cycles). In 1969, metal-using industries rose by 12 per 
cent and metal-making by 11 per cent for the west Euro- 
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TABLE 1.1 


Manufacturing output by major branches in OECD west European countries combined 2 


(Percentage change over the preceding year or quarter) 


In ee ee eee 


1974 1975 


1975 
Q3 


Food, beverages and tobacco ¥ Pal —1.7 4.4 1.8 1 
1, ; : ; Е —1. .8 0.9 В Ё 

Textiles, clothing, leather . Е: Зо 0. 2.1 ears i x 
Chemicals, rubber, petroleum | 

and coal products ..... 1.6 —10.9 18 —1.8 0.0 6.4 

: d ; } т . 4.3 33 1.6 —0.8 

ВЕБ со seman 5.4 — 17.1 8.2 —8.8 —4.3 Я 6.6 6.2 1.0 —1.9 
Metalsproducts соо о = 0.9 —4.3 4.5 —1.8 0. 37 0. 1.8 0. Dif 

of which: 

Non-electrical machinery с Del —5.4 0.0 —1.0 —13.8 20.2 —8.8 6.9 —12.7 18.8 

Transport equipment® ... —5.1 0.0 8.0 5.4 —18.6 27.1 —0.8 5.8 —18.7 26.9 
Total manufacturing @ 0.9 —7.7 7.4 —2.8 0. 3.8 1.8 Dui, 0.9 1.0 


Sources: OECD, Industrial Production (Quarterly Supplements to Main Eco- 
nomic Indicators), Paris; and national statistics. 


в Quarterly data are seasonally corrected. Thirteen industrialized west European 
countries plus south European countries. 


pean countries combined. For 1977, the growth rate of 
the metal-using industry is likely to remain at around 6 
per cent. Such extremely large swings in enterprise 
investment (and the related swings of industrial pro- 
duction) are not particularly desirable, but the sluggish- 
ness of this sector of demand is a matter of serious 
concern for 1977. The development of the metal-using 
industry is also of relevance for industrial employment as 
in the past the employment increase in this branch 
amounted to no less than 80-90 per cent of the increase 
in total manufacturing employment, the changes in the 
other industrial branches largely offsetting one another.’ 


REVIEW BY COUNTRIES 3 


In 1976, the growth rate of gross domestic product 
was about or higher than 5 per cent in Austria, Denmark, 
France, the Federal Republic of Germany, Italy and 
Norway, while it ranged from 3.5 to 4.5 per cent in 
Belgium, Ireland and the Netherlands.* It was about 
1 per cent in Sweden and the United Kingdom and 
below 1 per cent in Finland, and Switzerland. Not- 
withstanding the low rate for the United Kingdom, the 
growth rate was higher for the four large countries 
taken together than for the other countries (4.4 and 2.9 
per cent respectively) while the opposite situation occurred 
in 1975 when the large countries experienced a bigger 
decline than the small ones (2.4 and 1.3 per cent respect- 


2 See the Survey for 1966, chapter 1 and Structure and change in 
European industry, part I (forthcoming). 

3 The tables underlying this review by country are 1 PAS hes ed 
and appendix table I. 

4 The rate of growth for Norway was 3.5 per cent when shipping 
and oil activities are excluded. 


> Excluding France. 
с Not seasonally corrected. 
4 Including branches not shown separately. 


ively). These figures seem to confirm that on the whole 
the small countries are following, with a lag, the cyclical 
swings of the large countries which constitute the major 
outlet for their exports. 


(a) In the Federal Republic of Germany, GDP rose 
slightly less than envisaged at about the middle of the 
year (5.6 as compared with 6 per cent) but it rose more 
than projected in the forecasts prepared at the end of 
1975. In particular, exports and imports of goods and 
services rose much more than expected and virtually at 
the same rate. Domestic demand thus rose very much 
in line with total GDP. The expansion of domestic 
demand was boosted mainly by restocking and invest- 
ment in machinery and equipment. Stockbuilding 
accounted for no less than 35 per cent of the domestic 
demand increase. Investment in machinery and equip- 
ment rose by 6.2 per cent following stagnation in 1975 and 
a fall of about 8 per cent in 1974. However, investment 
(machinery and construction) in manufacturing industries 
rose by a bare 2 per cent. Private consumption rose by 
no more than 3.4 per cent compared with 2.6 per cent in 
1975. Output prospects for 1977 are still the subject of 
lively debate. While the report of the Economic Advisers 
predicted a growth rate of no more than 4.5 per cent on 
present policies and advocated more expansionary 
policies to achieve a growth rate of 5.5 per cent, the 
official government forecasts are for a growth rate of 
about 5 per cent. There are no indications, however of 
an investment boom comparable with those of previous 
upswings. It will be argued later in this Survey that an 
expansionary policy on the part of the countries with a 
strong balance-of-payments position is an essential ele- 
ment in a strategy designed to restore full employment 
in the region as a whole in the not-too-distant future. 
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TABLE 1.2 


Output and domestic demand 


(Annual percentage change, in volume) 
De eS еды аль Я Е С 


Domestic demand 
at minty) Including Excluding Industrial 
Country and year prices stockbuilding stockbuilding production 
ee ee Aa AS = ee ee ee ee 
Austria 
1975S. tas ee bee ee ee ee —2.0 —2.7 — —6.1 
19765 Ae hee, оО SoZ, 7.6 4.3 6.6 
1977 Swe er eg ees 4.5 4.0 4.7 ae 
Belgium 
ADT SFE ae coe Ree dees sme —2.0 —2.1 0.9 —6.4 
ао Бе ean toe panes Bh) 3.0 2 10.0 
LOTT а 4.0 3.5 ae ar 
Denmark 
1975 EP es eee ee eer —0.7 —1.9 AES —4.9 
об aS) 8.9 5.6 8.0 
р ct? hi ras eer ee 2.5 0.5 1.0 
Finland 
LOTS eve oe See п 0.1 3.8 4.5 —4.0 
бес 0.5 —4.5 —3.7 2.0 
1977. Weak orks ka ee ee 5.0 3h 5) 325 6.5 
France 
NS hoe an. Ae Shek i ее at wat —1.2 —1.9 1.3 —5.5 
197 ое as Е ОВ МИ egy ore 5.0 6.1 4.3 9.8 
DS: es оо ОВ area ae ei © 4.6 4.1 3.6 
Germany, Federal Republic of 
197 Sere о eee ee —3.2 0.4 1.1 —5.7 
Тобою 5.6 5.6 3.5 7.0 
о ор a oe me ey ee 5-5.5 5.0 4.0 6.0 
Ireland 
NOUS Aer es Naren ete ee tee es —0.5 —8.4 —2.4 —6.0 
а а 8 7.8 27 6.5 
LOT eens Oe А 25 
Ttaly 
LOTS Sen eee care Bac ne, eee ее —3.7 —6.4 —3.7 —9.2 
бр о ee ee Pe da 5.4 < 6.0 < р. а i233 
LOT ee ae ieee МЕ. We 
Netherlands 
AUS ee si Oe ich A ace CRA ee К Seem Ls —1.1 —1.5 les) —4.9 
LOG ieee Pees oe Ta in el Aas eho 3.5 3.0 15 6.0 
EUSA fea ox Ri Pome eres Mra oie I Oh ly | 4.5 9.5 3.0 6.5 
Norway 
LOTS Se ee eee, <a pk ee 85 Sl! 7.1 6.1 
Пн а ох ney Syl 7.6 7.6 
LS Ae tac ме oes Cee 8.0 32 3.1 
Sweden 
LO Saree cy re oe ae ee ee 0 3.2 2.3 —1.4 
Тб ee ae ae eee ee 1.0 0.4 4.4 —2.0 
ICA iris ee Ro о ОЕ. 15 0.7 1.25 
Switzerland 
И on oe —7.4 —10.6 —5.5 —12.6 
97 Gite cy ee en ren eas —0.8 — —2.0 — 
о М payee? Oe es, —0.1 —0.2 —0.2 
United Kingdom 
LOU Sera eee tee ee ee ei, oe —1.5 9] 0.2 BAG 
ПО rae ee ee ee ee te 1.0 0.8 0.1 1.8 
1 he tks, sey blue nem Pee op Se = 6 0.7 0.1 0.9 1.9 
М 


Sources: Appendix table I, and national statistics. 


Note: Figures for industrial production are based on value added d 
been used for the following countries for 1976: Austria, Belgium, Fra 
the Netherlands (all years) and Switzerland (all years). 


а January-September 1976 over January-September 1975. 


ata. Short-term production indices have, however, 
nce, Federal Republic of Germany, Ireland, Italy, 


TABLE 1.3 


Household income and savings 


A= Primary income: annual percentage increase 
Disposable income: annual percentage increase 
Savings as percentage of disposable income 


|") 
ин 


1974 1975 1976 
ee ee ee ee РС В 
Finland 

А le See ais 26.7 20.0 14.94 

ADT + el Nine ete ie i ees 26.9 18.4 8.0 

Centre. 16.3 ИА ИЯ 
Егапсе 

До о А 16.0 13.2 14.1 

De, д eee ОЕ НИР 17.0 15.6 1253 

(©: o Pie 17.4 рый 16.3 
Germany, Federal Republic of 

ASO OR Bt Pe 8.6 52 7.2 а 

и: чеки 8.7 9.7 6.3 

(Oks 3 ee oe ee 15.2 15.8 14.4 
Netherlands 

Tee ote a) A eee oe 12.3 8.5 8.94 

BaP ee 12.4 11.4 

(Ce on Me Bey Seeker СЕ 16.3 14.4 
Norway 

Inde. Side lea eee ae 16.6 14.6 14.7 

р ре Pee ee 17.0 13.4 3 

я. 10.1 (O55 8.0 
Sweden 

AM oe aE nk 16.1 18.9 12.6 

12h и И WEG 15.8 13.3 

О. ere 8.3 9.9 8.8 
United Kingdom 

Nh ae ae 20.7 25.8 14.1 

B 18.3 225 13.9 

Cc 14.0 14.1 IPRS) 


Sources; As for appendix table I. 
в Compensation of employees. 
> Wages and salaries. 


In France, Italy and Denmark, domestic demand 
provided the main support for expansion. These three 
countries, but especially Italy and Denmark, had to cope 
with serious inflation and balance-of-payments problems. 
In France, fiscal and monetary policies were quite liberal 
at the beginning of the upswing, though they gradually 
tightened during 1976 to prevent a recrudescence of 
inflation and a further widening of the current external 
deficit. Restocking and an increase of household con- 
sumption led to a rise of 17 per cent for imports while 
exports rose by 10.5 per cent. Both private and public 
consumption, which had already increased in 1975, grew 
faster in 1976. Investment in residential construction 
remained depressed but other fixed investment rose by 
about 4.5 per cent, mainly because of rapidly expanding 
investment by the Public Administration and nationalized 
enterprises. For 1977, national sources have forecast a 
GDP growth of 4.6 per cent and a much smaller import 
increase resulting from a smaller increase in resources 
for domestic use. 


TABLE 1.4 


Public and enterprise investment 


(Annual percentage change in volume) 
—— eee 
Enterprise investment ® 


Public 
investment % Total Manufacturing 
ЕН О Op eS ee ВА ВИНИЙАа 
Belgium 
т te ce eres: —9.0 8.1 20.2 
С ВЫ ia ees Ce 2.3 —3.1 —10.4 
т Bae ates 2.0 —2.0 
ee, ee tel Sa es — 4.0 
Denmark 
о о №. —12.6 —2.1 6.2 
1975. оби а: 4.8 —13.7 
LOGS Sh Mars od ees 4.6 11.1 
NF fe nse Gr ие 
Finland 
1974) ce ee ae eT —5.1 4.5 23.5 
1997S Ay Fee ee 4.4 12.0 5.9 
обо ee 15 —16.0 —23.5 
И ар ОВ 1.0 4.0 
France 4 
ДТ Ри ee ee —4.0 22 5.1 
ПР, Ра ee 5.0 —7.0 —15.9 
о eee na 4.7 35 
197] ere ee ae eae 4.8 Bal 
Germany, Federal Republic of 
о See Ета 10.6 —9.4 —9.0 
{97S St pee eae eh —11.8 —3.3 —8.0 
о а —6 1.0 
м, ба Аи: —2 7.0 ¢ 
Netherlands ® 
о ис м оная — 6.3 —0.1 5.0 
о oem 4.0 —4.8 —7.0 
о оо о Кое М 3.0 —8.0 —7.54 
А К pete «alla cc, ees —3.5 8.0 
Norway 9 
1974a cee ee = en —0.2 20.1 31.0 
1975S eer dk, Ee ae 8.9 11:2 6.9 
1976 oe ee cee ae 9.6 17.3 21 
197: бы о бр И 6.1 0.2 — 
Sweden № 
1974 ие те —3.6 9.8 8.0 
ти ee 0.2 —1.6 —2.2 
SAS eed eee сы 0.3 0.5 1.1 
197) и: 5.3 3.9 2.0 
United Kingdom 
оли: о eee ем: —0.5 —2.3 8.1 
О А 0.2 —4.8 — 14.2 
1976 —4.5 — 6.7 —5.1 
1977 ee es о oe ee —9.0 2.9 9.2 


Sources: As for appendix table I. 

а Public administration and public enterprises, unless otherwise stated. 

> Mainly private enterprises, excluding dwellings. 

с “Enterprise investment in manufacturing”’ refers to “industry”’. 

а “Public investment” refers to ‘public administration” only. 

¢ “Enterprise investment in manufacturing” refers to “industry and construction”’. 
1 January-September 1976 over January-September 1975. 


9 “Total enterprise investment” excludes ships, but includes oil exploration (the 
changes excluding ships and oil exploration are: 1974: 12.8 per cent; 1975: 8.5 
per cent; 1976: 8.0 per cent; 1977: 1.9 per cent). 


п “Enterprise investment in manufacturing’ includes mining. 
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Italy’s national accounts for the full year were not 
available when this report was prepared, but industrial 
output in 1976 rose by 12 per cent (the highest rise among 
the west European countries) and the GDP increase may 
be put at about 5.5 per cent. However, the recession had 
also been quite sharp in this country and industrial 
production and GDP had expanded slowly in the first four 
years of the 1970s. Restocking and household demand 
appear to have been the main support of output expan- 
sion in 1976 while fixed investment as a whole probably 
declined. Imports and exports of manufactures rose 
pari passu in volume but the terms of trade deteriorated 
and total imports rose more than total exports because of 
restocking. Though monetary policy was gradually 
tightened during the year, fiscal policy remained expan- 
sive and the public sector deficit was estimated at about 
10 per cent of СОР. Towards the end of the year 
measures of severe fiscal restraint were adopted and 
further measures are under examination. Their final 
outcome is uncertain, as are prospects for 1977. Zero 
growth, as has been sometimes suggested, seems unlikely, 
but the growth rate will be modest (and lower than in 
1976) as the Government’s primary aims are to reduce 
inflation from the current rate of 20 per cent to 16 per cent 
a year, to prevent a further devaluation of the lira, and to 
reduce the current account deficit.® 


In Denmark, GDP rose by 5.5 per cent in 1976 and 
domestic demand rose by as much as 8.9 per cent, which 
is the highest increase in a west European country in 
1976. The strength of domestic demand led to a sharp 
increase in imports and a widening of the trade deficit. 
The temporary reduction from 15 per cent to 9.25 per cent 
in the value-added tax between the end of September 1975 
and the end of February 1976 gave a boost to household 
consumption which continued to increase after February, 
partly because of a further decline in the savings ratio. 
The reduction in value-added tax also boosted investment 
in residential construction. However, the rate of output 
growth probably decelerated in the closing months of the 
year as the effect of the 1975 expansionary measures was 
tapering off and the restrictive programme (which was 
approved by the Danish Government in August 1976) 
started to be felt. A strong deceleration in output growth 
is expected for 1977. 


In Norway, GDP rose by 5.7 per cent in 1976 and 
shipping and oil activities continued to provide (directly 
and indirectly) a strong stimulus to the growth of over- 
all output.” Furthermore, fiscal policy continued to be 
expansionary in 1976 and the over-all effect of the 1976 
budget on gross domestic product, excluding shipping 
and oil activities, has been estimated at about 4.5 per cent; 
for 1977, the expansionary effect is estimated at 3.5 per 
cent. Manufacturing output rose in 1976 by only 2 per 


5 See OECD, Economic Outlook, No. 20, December 1976. 


$ Official estimates, released 31 March 1977, put the growth of 
GDP in 1977 at 2 per cent. 


7 According to projections made in 1975, GDP was to show ап 
annual growth of 6.8 per cent in the period 1974-1980, while ex- 
cluding shipping and oil activities annual growth rate was estimated 
at 4 per cent. Subsequent developments do not justify major 
changes in these projections (Norges Bank, Economic Bulletin, 
December 1976). 


cent but most of the other sectors grew faster. Production 
for consumption and exports was most dynamic but, 
since the autumn, production of capital goods has 
accelerated. Household consumption rose as in 1975, by 
5.0 per cent, while the growth of fixed investment acceler- 
ated in spite of a levelling-off in residential construction. 
Gross national product is expected to increase by 8 per 
cent in 1977. 

(b) Gross national product rose in 1976 by 3.5 per cent 
in Belgium, Ireland and the Netherlands and by 4.5 per 
cent in Austria.* Restocking was a supporting factor in 
all four countries but the development of the other items 
of domestic demand was much weaker in the Netherlands 
than in Austria, Belgium or Ireland. In the Netherlands 
private consumption rose less in 1976 than in 1975: the 
primary income of households remained unchanged be- 
tween the two years in real terms and the increase in 
consumption was made possible partly by a larger amount 
of net transfers and partly by a reduction in the average 
savings ratio. Gross fixed investment declined for the 
third consecutive year. There was a levelling-off for 
residential construction investment while enterprise 
investment continued to fall. In the second half of 1976 
only foreign demand remained a dynamic factor. The 
pattern of export growth largely determined the growth 
pattern of industrial production which rose by 6 per cent, 
the capital intensive industries showing the highest growth 
rate. For 1977, a GDP growth of 4.5 per cent is forecast 
mainly because of the expected upturn in the investment 
cycle. 

In Austria, Belgium and Ireland, the main sources of 
expansion originated in domestic demand and the trade 
balance deteriorated. In Austria, as in many other 
countries, the acceleration in the growth rate of house- 
hold consumption was partly due to a higher consumers’ 
propensity to spend. Much of the accrued demand was 
for durable goods, particularly passenger cars. At 
variance with the prevailing pattern in western Europe, 
there was a strong upswing in the demand for machinery 
and transport equipment in the summer and autumn. 
Owing to these developments the output of capital goods 
and durable consumer goods grew faster than that of the 
rest of manufacturing, but as Austria normally imports a 
substantial proportion of these products, imports rose 
Sharply in 1976. Another influence contributing to 
this rise was restocking, especially, but not only, of energy 
products. Thus, in spite of a 16 per cent increase in the 
value of exports, the trade balance worsened and the 


current account deficit for the year was about 3.5 per cent 
of GDP. 


For Belgium, national accounts for the whole of 1976 
were not available when this Survey was prepared but, on 
the basis of the first three quarters, a GDP growth of at 
least 3.5 per cent is estimated. Restocking, households’ 
expenditure and exports had an expansionary impact 
until about mid-1976, while public expenditure and 
dwelling construction continued to expand throughout 
the year. Industrial investment fell from the already 
depressed level of the previous year and public investment 


8 For Austria, more recent estimates put the rise of GNP in 1976 
at 5.2 per cent. 
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rose slightly less in 1976 than in 1975, Monetary policy 
remained fairly restrictive and was mainly oriented 


towards reducing inflation and preventing a devaluation 
of the Belgian franc. + 


In Ireland, GDP increased by 3.5 per cent in 1976. 
Consumer expenditure rose by 2.5 per cent and fixed 
investment by 4.9 per cent, but public current expenditure 
was only 1 per cent higher. The real foreign balance 
appears to have worsened considerably, with a large rise 
in import volume; the current account deficit increased 
considerably. Inflation continued to rise sharply (con- 
Sumer prices increasing by some 18 per cent) and un- 
employment remained high. The January 1977 budget 
was fairly expansionary, with income-tax concessions, 
favourable changes in corporation taxation and some 
increases in pensions and allowances. However, prospects 
will, as usual, depend to a considerable extent on develop- 
ments abroad. Given the expected slowdown in world 
trade, and especially the low growth rate of the United 
Kingdom economy, the outlook is not particularly 
promising. The other key factor for Ireland is the 
implementation of the national pay agreement. 


(c) Finland, Sweden, Switzerland and the United 
Kingdom in 1976 all had growth rates of output lower 
than 2 per cent. In the first three countries, the expan- 
sionary impulse came only from exports while global 
domestic demand remained fairly depressed. 


In Finland a marginal output increase was due only to 
strongly rising exports while domestic demand fell by 
4.5 per cent with investment, especially investment in 
residential construction, leading the over-all decline. The 
decline in residential construction was entirely due to 
privately financed dwellings and was a result of tight 
money markets and excess supply. Private consumption 
also fell in spite of a further decline in the savings ratio 
because real disposable income of households fell. The 
net over-all effect of fiscal policy is estimated to have been 
virtually neutral in 1976 compared with a strong expan- 
sionary impulse (nearly 6 per cent of GDP) in 1975. An 
important policy goal for the coming years is to stop the 
growth of foreign debt relative to total output: the current 
account deficit should be no higher than 2 per cent of 
GDP in the early years of the next decade. Fixed invest- 
ment, which increased considerably in the recent past, 
should expand only moderately while investment effi- 
ciency should increase. The investment ratio should 
decline from about 30 per cent in 1975 to about 28 per 
cent in the early 1980s. 

The Swedish economy proved more resilient to recession 
abroad than did the Finnish economy. Yet domestic 
demand rose by no more than 0.4 per cent in 1976 com- 
pared with 3.2 per cent in 1975. This deceleration was 
entirely due to a slower rate of stockbuilding and of 
investment in residential and other construction. Invest- 
ment in dwellings started to fall in 1973 and the rate of 
decline accelerated in the following years. One reason 
for this is the difficulty of adjusting supply and demand 
in terms of types of dwellings (blocks of flats versus опе- 
family houses) and of geographical distribution. Some 
recovery of residential construction investment is expected 
for 1977. Private consumption, in contrast, rose more In 
1976 than in 1975 because of a fall in the household 


savings ratio from the high levels of 1974 and 1975. The 
expansion of imports, though only 4.3 per cent, appears 
high in relation to the virtual stagnation of domestic 
demand; price differentials are probably an explanatory 
factor. Exports rose 7 per cent and industrial production 
actually fell as the expansion of the paper industry did 
not offset declines in shipbuilding and “‘other” engineering. 


In Switzerland, the gross domestic product declined 
further (by 0.8 per cent) in 1976 and virtual stability, at 
the 1976 level, is forecast for 1977. Both private con- 
sumption and fixed investment continued to decline 
though at a lower rate than in 1975. The investment 
decline affected construction as well as machinery and 
equipment. The main supporting factors were restocking, 
public consumption and investment, and exports. How- 
ever, imports of consumer goods rose at a surprisingly 
high rate (13 per cent), largely a result of the appreciation 
of the Swiss franc. 


In the United Kingdom GDP rose by about 1 per cent 
in 1976 as a whole, with some deceleration during the year. 
Fixed investment was markedly lower, following a 
moderate decline in 1975. Consumer expenditure may 
have risen marginally, but the main impetus to growth, 
such as it was, came from public consumption and 
stockbuilding. The foreign balance was broadly neutral, 
imports being relatively high, partly because of North 
Sea oil installations. Throughout much of the year 
sterling was under pressure and substantial declines in the 
exchange rate took place in the early summer and in the 
autumn. To arrest this slide, interest rates were raised 
very sharply in October (minimum lending rate to a 
record 15 per cent), monetary policy tightened and a 
major loan negotiated with the IMF. The pressure on 
sterling has since eased (the effective exchange rate has 
appreciated in recent months), but under the terms of the 
IMF agreement the Government is committed to a 
restrictive monetary policy and a reduction in the public 
sector borrowing requirement. Growth is likely to 
remain sluggish in 1977. The official ‘“‘main’’ forecast, 
published in December 1976, is for an increase of 2 per 
cent in GDP (at factor cost), between the second halves 
of 1976 and 1977. Even this low growth rate is heavily 
dependent on a rise in exports. Consumer expenditure 
and public expenditure are expected to fall, by 2 and 3 
per cent respectively. Private fixed investment is forecast 
to remain unchanged, although manufacturing invest- 
ment should rise sharply. A large shift of resources into 
the external balance is forecast, partly as a consequence 
of the increasing production of North Sea oil. The recent 
(end-February) National Institute Economic Review ex- 
pects a somewhat lower growth of GDP: 0.9 per cent for 
1977 as a whole (0.7 per cent in market prices). But the 
current account of the balance of payments is forecast to 
move into surplus in the second quarter, with a surplus 
of between £300 million and £400 million in 1977. 


FIXED INVESTMENT 


One of the features emerging from the foregoing country 
review is the lack of dynamism of fixed investment in 1976 
and the mediocre prospects for 1977. The poor perform- 
ance in 1976 holds for public investment, investment in 
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residential construction, and for enterprise investment. 
In 1976 public investment remained virtually at the 1975 
level in the Federal Republic of Germany, Italy and 
Sweden, but it declined in the United Kingdom. It rose 
in the other countries, though less than in 1975, and, 
with the exception of Norway, by less than 5 per cent. 
For most countries, public investment in 1976 rose less 
than GDP and can hardly be considered as an expan- 
sionary factor. Its weak development reflects the tight- 
ening of fiscal policy during the year in accordance with 
the prevailing policy orientations of maintaining a 
moderate tempo of re-expansion. 


Among the industrialized west European countries, 
investment in residential construction rose sharply in 
1976 only in Denmark, with an increase of about 20 per 
cent, following a decline of nearly 30 per cent in 1974- 
1975.8 It declined or remained unchanged at the 1975 
level in most other countries owing to a number of 
financial and structural factors discussed in previous 
Surveys; there was some increase in Belgium (about 5 per 
cent) and the United Kingdom, in addition to the Danish 
case already referred to. National forecasts do not sug- 
gest any large expansion in 1977. 


The sluggishness of enterprise investment in 1976, and 
of investment in manufacturing in particular, is a point 
which has been much emphasized by economic observers 
and in national official documents. Even more than the 
actual developments in 1976, the expected developments 
in 1977 are a matter of concern. However, an assessment 
of short-term prospects for enterprise investment cannot 
overlook the existing degree of capacity utilization. 
Though “potential growth” and ‘“‘unused capacity” are 
elusive concepts and difficult to measure with any pre- 
cision, there is evidence that the margins of unused 
capacity are still large in most west European countries 
and in the United States. 


In Austria 65 per cent of industrial enterprises declared 
in October 1976 that they could increase production with 
their existing capacity. The proportion was as high as 
83 per cent in October 1975. In the 1967 recession, the 
highest level was reached in April with a proportion of 
68 per cent, and in mid-1968, that is, one year after the 
beginning of the up-turn, the proportion was only 55 per 
cent.?® In Sweden only 30 per cent of industrial enterprises 
reported as working at full capacity in the autumn of 1976 
compared with 70 per cent in autumn 1974." In the 1971 
recession the proportion was 40 per cent, and it had fallen 
to 50 per cent at the beginning of 1972. In Belgium the 
degree of capacity utilization in industry dropped from a 
peak of 85 per cent in May 1974 to its lowest point of 71 
per cent in October 1975. In May 1976 it had risen to 


® Investment in residential construction in 1976 was a very dynamic 
sector of final demand in North America. It rose by about 22.5 per 
cent in Canada as well as in the United States. In the latter country, 
however, the 1976 revival only made good part of the decline in 
preceding years. 


| 10 [1 autumn 1976 the degree of capacity utilization in Austrian 
industry was estimated at 85 per cent (full capacity = 100). No 
comparable figures are available for the 1967 recession. 

1 п 1975 the proportion was higher than in 1976 because the 


slowdown, as already mentioned, occurred later in Sweden than in 
most other west European countries. 


76 per cent but no further improvement took place in the 
following months when the growth of industrial pro- 
duction levelled off. In the 1967 recession the degree of 
capacity utilization reached a minimum of 78 per cent at 
the beginning of 1968. In Jtaly, the lowest level of capa- 
city utilization in industry was reached in the last quarter 
of 1975, with a ratio of 68 per cent. In the last quarter 
of 1976, the coefficient was up to 75 per cent both for 
industries producing capital goods and for those pro- 
ducing consumer goods. The 1975 level was well below 
any previous trough.” 

In France, industrial enterprises declared at mid-1975 
that they could increase production by 30 per cent without 
further investment but with additional manpower. This 
compares with an estimated possible output increase of 
about 20 per cent in 1967 and about 15 per cent for the 
whole period 1969 to 1974. In the summer of 1976, the 
latest period for which information is available, the 
possible production increase was estimated at about 20 per 
cent. In the United Kingdom, industrial enterprises de- 
clared that they could increase output by more than 
20 per cent from the level of December 1976 without 
further investment but with additional labour. The 
possible increase was as high as 35 per cent for mechan- 
ical engineering and 33.5 per cent for motors. With 
present employment and working hours the possible 
output increase has been estimated at only 7.5 per cent.%® 


In North America the degree of unused capacity was 
also greater in 1975 than in previous cyclical troughs. In 
the United States the rate of unutilized capacity in manu- 
facturing was nearly 30 per cent in the first quarter of 
1975 compared with about 24 per cent in the last quarter 
of 1970 according to the recently revised index.’* In the 
third quarter of 1976 the degree of unutilized capacity fell 
to 19 per cent. 


The Federal Republic of Germany appears to be a prima 
facie exception to the prevailing pattern, as the degree of 
unused capacity in manufacturing industry does not 
appear to have been greater in 1975 than in 1967. In 
the recent recession, the lowest degree of capacity utili- 
zation was reached in the first quarter of 1975 (76.8 per 
cent). In the 1967 recession, the lowest level was virtually 
the same (75.8 per cent in the first quarter of 1967).15 
However, the dimension of the 1975 and 1967 recessions 
(as measured by the deviation of industrial production 
from its trend growth rate) was quite similar in this 
country though the 1967 downswing came at the end of 
a period of slow growth while the 1975 recession started 
rather abruptly in mid-1974. The latest available figures, 
referring to the last quarter of 1976, show, for total 
manufacturing industry, a degree of capacity utilization 
of 86 per cent. 


1 The comparison with 1967 would not be meaningful because 
there was no recession then in Italy. 


13 National Institute Economic Review, London, February 1977. 


ite See “New estimates of capacity utilization: manufacturing and 
materials’, Federal Reserve Bulletin, November 1976. 


16 The degree of unused capacity was greater in 1975 than in 1967 
for intermediate products largely because of the critical situation of 
the steel industry and the momentary setback for the chemical in- 
dustry; however, it was lower for industries producing capital goods 
and, especially, for those producing consumer goods. 
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The higher margins of unused capacity in most coun- 
tries in 1975, in comparison with previous cyclical troughs, 
obviously reflect the severity of the recent recession. 
With the exception of the Federal Republic of Germany, 
the downward deviations in 1975 of industrial production 
from its long-term trend were larger than in previous 
downswings; and, broadly speaking, it appears that the 
greater margins of unused capacity in 1975 were in line 
with the larger output decline. Some parallel between 
the two variables (margin of unused capacity and devia- 
tion of industrial production from the trend line) can be 
found also in respect of their position in autumn 1976. 


In spite of the output recovery, in most west European 
countries the degree of capacity utilization in autumn 
1976 was not higher than at the lowest point of previous 
recessions. The main exception in western Europe was 
the Federal Republic of Germany and, outside Europe, 
in the United States where the margins were lower. The 
same applies to the deviation of industrial production 
from its long-term trend. 


It might appear surprising that the margins of unused 
capacity were so large in the last downswing, even when 
taking into account the severity of the recession. The 
mini-boom of 1973 and early 1974 led to a number of 
production bottlenecks and in recent years there have 
been repeated complaints about “under-investment” in 
industry, usually associated in turn with declining profit 
levels. The bottlenecks in 1973 and early 1974 were con- 
centrated in basic capital-intensive materials production 
where the cost of building peak-load capacity is partic- 
ularly high.1* Bottlenecks were few and far between for 


16 For instance, in the United States bottlenecks emerged inter 
alia for metals, petrochemicals, fuels, paper and cotton. See Federal 
Reserve Bulletin, loc. cit. 


final products. The subsequent fall in demand for most 
industrial materials was particularly large, partly re- 
flecting the unusual amplitude of stock-building and 
destocking in 1973-1975. 


Whether in recent years there has been a widespread 
tendency for “under-investment” in manufacturing as a 
whole is a difficult question to answer and generalizations 
may be misleading. In most west European countries 
investments in manufacturing rose rapidly in the 1950s 
and early 1960s. Subsequently they lost most of their 
previous dynamism while the growth of output, dis- 
regarding cyclical fluctuations, continued at a virtually 
steady rate. The investment ratio reached a peak in 1961 
or 1962 in Austria, Belgium, Denmark, Finland, the 
Federal Republic of Germany, Italy, Sweden and the 
United Kingdom; and a few years later in the Nether- 
lands.1? The exceptionally high ratios of those years can 
be explained in terms of time-lags between investment 
and output increase. The subsequent decline in the invest- 
ment ratio was not large however and, for a number of 
years, the ratio remained fairly stable (again, disregarding 
cyclical swings). However, after 1970, investment demand 
in manufacturing weakened in a number of countries and 
particularly in Belgium, the Federal Republic of Germany, 
the Netherlands and the United Kingdom. In the last 
three countries investment remained continuously below 
the 1970 level and the decline was striking in the Federal 
Republic of Germany (see table 1.5). A strong develop- 
ment after 1970 in manufacturing investment occurred 
only in Norway and Sweden. In the former it is linked 
to oil activities while in Sweden specific policy measures 
to support investment demand have played a prominent 


17 See appendix table П to this chapter. 


TABLE 1.5 


Output and investment in manufacturing industry, 1973 to 1976 


(Volume index numbers, 1970 = 100) 
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Value added 


Gross domestic fixed 
capital formation 


Country 1973 1974 1975 1976 1973 1974 1975 1976 

ЕС ооо oe anh ems 120.6 125.7 117.0 127.4 125,7 122.9 97.7 105.3 
Belgiuinteereee et eee 122.0 126.0 117.8 129.6 96.9 116.5 104.3 
ета eer es) eh ken 2.7 115.5 109.5 118.3 108.7 5.5 ie за 
inland mers eae ee eea cy rte fs ae ieee 121.9 128.0 122.0 124.5 97.6 120.5 127.6 97.6 а 
О р а а 117.8 122.1 115.4 125.8 115.4 121.3 102.0 : oe 
Germany, Federal Republic of 112.1 112.6 105.7 113.2 82.4 70.8 64.6 65.9 
Hrelaiid: о sean or ae bere 121.4 122.1 114.8 122.3 a oa ра 
Пе а па В к Шо. 7 122.9 110.9 р Ee ee tae re 

b и с в 16:6 118.8 114.6 : : : : : 
И Е . be ei 112.8 116.9 114.6 116.7 103.0 134.9 144.2 ee 
ее ее 108.8 113.6 112.4 110.1 15.3 129.3 130.5 132.0 
Switzerland < 109.8 111.2 97.2 97.2 2 ie as я р 
бе 0 4 p 8 o 0 ou o © 110.8 108.2 101.7 103.2 87.9 95.0 81.5 vie 
ОСЬ с ооо 120.1 113.9 103.6 15.5) 106.9 115.7 106.0 Е 


ОИ 


Sources : National statistics. 
а Industry. 


5 Industry and construction. 
с Index numbers of industrial production. 
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role In some other countries (Finland, France and 
Italy) manufacturing investment continued to expand at 
a rate not too different from manufacturing output. 
Though it is difficult to detect a general pattern, invest- 
ment demand in manufacturing appears to be weaker 
in a number of countries in the 1970s than in the previous 
period. 


However, for assessing the potential for growth, 
capital stock rather than investment is the relevant 
concept. Unfortunately, time series for capital stock in 
manufacturing are available only for a limited number of 
countries which are shown in table 1.6. In the 1960s the 
growth rate of gross capital stock ranged from 2.9 per 
cent in the United States to 7.6 per cent in the Federal 
Republic of Germany. In the latter and in the United 
Kingdom it rose more than manufacturing output, while 
output and capital stock rose virtually at the same rate 
in Austria and Sweden. In the United States, capital 
stock rose less than output and the degree of capacity 
utilization at the end of the 1960s was higher than at the 
end of the 1950s.” In the 1970s the growth rate of capital 
stock has declined in four out of the five countries listed 
in table 1.6 (no recent data are available for Austria) 
because of weak investment and/or higher rates of 
scrapping, and the decline becomes steeper as one ap- 
proaches the most recent years. Yet between 1970 and 
1973 capital stock rose no less than output in Austria 
and the United Kingdom and more than output in the 
Federal Republic of Germany and Sweden. In 1974 and 
1975, output declined while capital stock continued to 
increase, though at a much reduced rate, in all countries. 
Capital stock rose less than output only in 1976. In 1974, 
1975 and 1976, the growth of gross capital stock in 
manufacturing in all the four west European countries 
in table 1.6 was well below the trend growth rate of 
output. 


18 See the Economic Survey of Europe in 1975, chapter 1. 


19 т comparing the growth rate of capital stock in the United 
States and the west European countries listed in table 1.6, account 
should be taken of the fact that the scrapping rate is much higher 
in the former than in the others. It has not been possible to ascer- 
tain if and, if so, to what extent, this difference is due to accounting 
practices or to real factors. 


It is therefore legitimate to argue that in the immediate 
future, low capacity utilization is an obstacle to a rapid 
expansion of investment in manufacturing.*® However, 
the present sluggishness in investment demand probably 
also reflects other factors not directly linked with cyclical 
vicissitudes, such as the unusually high degree of monetary 
and price instability and rather poor prospects for profits. 
These factors are likely to affect investment decisions in 
a medium-term perspective. Yet, in the medium term, 
a vigorous investment expansion is needed, at least in 
some countries, in order to bring the growth rate of 
capacity in manufacturing back to its trend rate or, at 
least to a rate sufficient to restore full employment (or 
near-full employment). Whether this will occur remains, 
of course, an open question. (Some policy orientations 
which might help to improve the general climate of 
expectations and the propensity to invest are briefly 
discussed in section 2 of this chapter.) 


(ii) Employment and unemployment 


This section briefly reviews recent changes in labour 
productivity, employment and unemployment." The high 
level of unemployment, which persists in most west 
European countries as well as in North America in 
spite of the output recovery, prompts the question 
whether past relations between output and employment 
on the one hand, and between employment and unem- 
ployment on the other, have recently undergone some 
major changes. The answer seems to be that past relation- 
ships between output and employment still hold and that 
the disappointing employment developments in 1976 are 
a consequence of the severity of the 1975 recession, of 
the modesty of the output recovery and the usual time- 
lag between the revival of output and of employment. 


20 A sizeable speeding up of the rate of structural change or of 
technical progress could reduce the importance of the degree of un- 
used capacity as an obstacle to investment; but there are very few 
indications that this is happening at the present time in most west 
European countries. 


21 When not otherwise stated, “labour productivity” is used 
throughout this section to denote output per person employed. 


TABLE 1.6 


Gross capital stock in manufacturing 


(Annual percentage changes at constant prices) 
р о и 


Annual 
average 
1960-1970 
AUISUIID oe cen hoe ae ed eee 5.5 
Germany, Federal Кери с о... 7.6 
ее и я 5.0 
ЕО а (00 Бобров 3.7 
КО ЕЩЕ о оо ро свое 2.9 


Source : National statistics. 


га{ез. 


1970 1971 1972 1973 1974 1975 


3.8 5.3 6.8 6.9 we с? 
6.7 И.Э 6.8 9.2 4:6 3.4 3.2 
4.6 4.6 4.3 4.3 4.4 S07 4.5 
3.8 3) Pe) 2.8 3.4 2.2 2.2 
2.8 1.8 1.9 о 3.2 py? 2.6 


* Growth rates for 1976 have been estimated by the secretariat on the basis of gross fixed investment and scrapping 


Similarly, the disappointing employment prospects for 
1977 are essentially the consequence of the poor output 
prospects. 


By contrast, several factors—which can be described 
_as structural for want of a better term—have contributed, 
for a number of years, to the enlargement of unemploy- 
ment above the level that could be expected on the basis 
of employment changes. These factors, which have 
operated with different intensity in the various countries, 
range from demographic developments to changes in 
specific activity rates and to a higher degree of registration 
of job seekers, especially women. Some at least of these 
aspects are likely to remain a feature of the labour 
market for the coming year. 


EMPLOYMENT AND LABOUR PRODUCTIVITY 


In 1976, employment in the west European countries 
rose only in Austria, Denmark, Norway and Sweden. 
The increase was about 0.5 per cent in Sweden and about 
1 per cent in the other three countries. It declined or 
remained at the 1975 level elsewhere (table 1.7). Stagnant 
or declining employment is a normal cyclical feature of 
the first year of cyclical recovery when increases in out- 
put per person employed are exceptionally large. In 1968, 
for instance, total employment remained virtually un- 
changed in Belgium, the Federal Republic of Germany, 
France, Ireland and Italy and it declined in Austria, 
Finland and the United Kingdom; and yet in all these 
countries GDP rose faster in 1968 than it did in 1976.2 


In 1976, the inter-country spread in the growth of 
labour productivity was quite large reflecting differences 
in the growth rates of output: it ranged from 0.2 per cent 
in Sweden where output rose by only 0.7 per cent to 
about 6.5 per cent in the Federal Republic of Germany 
and Italy where output rose by more than 5 per cent; the 
increase was about 5 per cent in France and Ireland and 
lower in the other countries. In 1968, growth rates of 
labour productivity in most west European countries 
were about 6 per cent or more and yet the hoarding of 
labour was higher in 1975 than in 1967, as can be in- 
ferred from the apparent decline in labour productivity 
in 1975. In 1967 labour productivity had continued to 
increase, albeit at a modest rate, in all the west European 
countries. In general, there is no evidence in western 
Europe, for the economy as a whole, of an acceleration 
in productivity growth per unit of output increase. 


In North America, the growth of labour productivity 
has been lower and the employment increase higher than 
in western Europe throughout the post-war period. This 
long-term feature is apparent also in 1976 when employ- 
ment rose by 2.2 per cent in Canada and by 3.2 per cent 
in the United States while labour productivity rose less 
than 3 per cent in both countries. In the United States, 
furthermore, the growth rate of labour productivity 
(measured on the basis of man-hours) has shown a 


22 In Sweden, where the output growth was modest, the employ- 
ment increase was entirely due to the public sector; in the enterprise 
sector employment declined. 

28 See the Economic Survey of Europe in 1970, part II chapter 1, 
table 3. 


tendency to slow down in the private sector of the econ- 
omy as a whole since the second half of the 1960s. It is 
estimated to have risen by 3.3 per cent per year between 
1948 and 1966 and by 2.1 per cent per year between 1966 
and 1973.%4 The Economic Report of the President for 
1976 considers that only a small fraction of the difference 
can be explained by the slower growth rate of output and 
that the “reasons for the slowdown are not fully under- 
stood”. Slower growth in capital per worker, a larger pro- 
portion of less experienced workers in the labour force, the 
changing industrial composition of labour input, a fall 
in real expenditure on research and development after 
1970, have all played a role, though they are not thought 
to offer a complete explanation of the observed deceler- 
ation of productivity growth. There is no evidence of a 
recent change in the trend for labour productivity growth 
established for the period 1966 to 1973. 


At branch level, in contrast with the total economy, 
some long-run acceleration in the increase of labour 
productivity per unit of output increase seems a prevailing 
feature in western Europe. An attempt has been made 
to measure this movement for the manufacturing sector 
by regressing, for each couniry, annual percentage changes 
in labour productivity against annual percentage changes 
in output. Regression equations have been calculated for 
the whole period 1954 to 1975, and for the sub-periods 
1960 to 1975 and 1965 to 1975. The calculated growth 
rates of labour productivity are generally higher for 1965 
to 1975 than for 1960 to 1975; and are higher for 1960 
to 1975 than for the full period 1954 to 1975.26 For 
France, for instance, the growth rate of labour produc- 
tivity associated with a 5 per cent growth rate of output 
is 4.6 per cent for the years 1965 to 1975, 4.4 per cent for 
1960 to 1975 and 4.3 per cent for the full period 1954 to 
1975. For the Federal Republic of Germany the three 
calculated growth rates of labour productivity are 4.9, 
4.8 and 4.5 per cent respectively; and for Denmark 5.3, 
4.8 and 4.4 per cent. Broadly speaking, it would appear 
that in a ten-year period, the growth of labour produc- 
tivity associated with a given growth rate of output has 
increased by 0.5—1.0 percentage point, though less so 
in Finland and Norway. It may be noted, incidentally, 
that the annual relations between productivity and output 


24 Economic Report of the President, Washington, January 1977. 


25 The steady growth of labour productivity for the total economy 
notwithstanding its accelerated growth at branch level is the result 
of changes in occupational distribution. The employment shift from 
agriculture to the non-agricultural sectors raises the over-all pro- 
ductivity level because of differences in the level of output per per- 
son employed in the two sectors. On the other hand, the growing 
concentration of employment in public services depresses the 
growth rate of over-all productivity because the measured produc- 
tivity increase is smaller in the public sector than in the enterprise 
sector. Gradually, the latter factor became more and the former 
less important during the 1960s and the early 1970s. (The produc- 
tivity concept for the public sector as calculated in national account- 
ing terms is, as is well known, of little analytical value.) 

26 All the equations are significant at the 1 per cent level. Very 
much the same results were obtained when the period 1954 to 1964 
was compared with the period 1965 to 1975. A tendency for the 
growth rate of labour productivity in manufacturing to increase 
over time for a number of west European countries had already been 
found in Economic Survey of Europe in 1969, part П (see chapter 1, 
pp. 96 ff.). 
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TABLE 1.7 


Employment and output per person employed for the total economy 
and for manufacturing; and total unemployment 


(Annual percentage changes) 
pe аВЫЕ Колы, Зее ЛНЫЕ С. бес РЕВ В ыы в нь и Не ВЕ 


Total economy Manufacturing Unemploy- 
ment level, 
Output per Output per end of 
person person year “ 
Country Employment employed Employment employed (per cent) 
ab 20 os a a eee Te > ЗИ eee 
(1) (2) (3) (4) (5) 
Austria 
О ee ee 1.6 7255) —0.5 4.85 7172 
а оо —0.2 —1.8 —5.0 —2.0° 3.1 
197620: ас: i 8h.) —1.5 8.2° 25 
Belgium 
LSTA Sat cet oe errors 1.5 1.6 0.9 2.6 5:3 
о Pay Se ee ee © —1.2 —1.3 —5.7 —1.7 8.7 
Тб ne jee ee ee are 9.8 
Denmark 
О о ens es ee —0.7 335 —3.0 ДИ 97 
TOTS Ate о renee eee ye Se —2.5 1.8 —10.7 6.2 ae 
Оо. oka ae 1.0 4.5 —1.0 9.0 8.1 
Finland 
1974 er о beets is PUG P23 3.6 с 1.4 i ey 
По —1.1¢ 0.6 —0.6¢ —4.1 32 
О о с —2.0¢ 215 —1.3 с 3.3 4.1 
France 
O74 age ks Ч ах 0.8 3.0 0.5 Sek 3.3 
19758, cies Fee ae eee See —1.6 0.4 —2.7 —2.9 4.6 
976; оо. eee ee 0.0 5.0 —1.0 10.0 5:2 
Germany, Federal Republic of 
ПО ae ee eee ee —1.9 2.6 —2.7 352 4.2 
19:7 Sige cen eae ace oe eT —3.3 0.0 —5.7 —0.4 3 
об бе —1.0 6.7 —2.0 9.5 4.8 
Ireland 4 
в et ee 0.8 0.9 1.0 1.6 7.9 
Пе —1.8 0.8 —6.9 0.1 10.3 
ов м at 2 —1.2 5.0 —1.0 5 10.2 
Italy 
о eta ее 2:2 1:2 PRR 3.8 Solas 
Е ty Bey Bech ts оао 0.5 —4.2 0.0 —9.7 Soe 
бе но —1.1 6.7 0.5 11.5 3.9 в 
Netherlands 4 
О Е A ee cle —0.1 с 2:5 —0.8 5 4.4 
И eek inn Pea И —0.9 с —0.2 —3.2 —4.0 5.6 
Oe ere ea о deer Oo os —0.6°¢ 4.1 —3.5 9.5 5.3 
Norway 
1974 ес en Sa ae 15.6 ЗЕ! PHILS 1.5 1.0 
LOTS pee ee a ee ee eee 0.4¢ 3.1 —0.5 с —1.5 223 
а ee 0.9 с 4.8 —0.3 с 2.0 leo 
Sweden 
LSTA eee ee ee ee 1.7 2.3 2.1 23 


TABLE 1.7 (continued) 


Employment and output per person employed for the total economy 
and for manufacturing; and total unemployment 


(Annual percentage changes) 
eee 


Total economy Manufacturing Unemploy- 
ment level 
Output per Output per end of 
erson a 
Country Employment Say, Employment о В 
Е И Е и 
(1) 2) 3 4 5 
Switzerland 4 ou йе 4 
1974. —0.6 Dall —0.7 2.0 ——- 
1975. Rete —6.0 —1.5 —7.6 —5.4 0.9 
1976. . —4.0 to —5.0 3.5 to 4.5 —6.0 * 6.0 * 0.6 
United Kingdom 
19740: 0.47 —1.2 0.2 —2.5 2.8 
о —0.6/ —1.5 —4.3 —1.8 Spit 
1976. —0.9F 2.0 —2.5 4.2 5.8 
Canada 
LOA ee ewes ee on 4.4 —1.1 3.0 0.0 5.9 
О Г ие. к. 1.9 —1.4 —5.6 0.7 6.9 
1976. DD 25 тэ 35 7.4 
United States 
CEE: a) See ри tere cer Mae oe 1.8 —3.4 —0.1 —5.1 6.7 
1975. —1.3 —0.4 —8.5 —0.5 7.8 
1976. 32 2.8 85 8.0 7.4 


Sources : For output: United Nations, Yearbook of National Accounts Statistics, New York; OECD, National Accounts 
of OECD countries, Paris; and national statistics. For employment and unemployment: national statistics. 


Note : The preliminary data for manufacturing output in 1976 used for calculating output per person employed data 
refer to indexes of manufacturing production. For some countries at least, movements in these indexes differ considerably 


from those for value added at constant prices. 


Concerning unemployment levels, it should be borne in mind that the definition of unemployed persons varies between 
countries and that this makes inter-country comparisons difficult. In this table the basic data for Finland, Italy, Canada 
and the United States refer to the number of unemployed obtained from labour force sample surveys. For the other coun- 
tries the data refer to registered unemployed or applicants for work obtained from the national employment offices (for 
Belgium, wholly unemployed persons receiving insurance benefits). 


а Unemployment as percentage of total labour force. 
> Mining and manufacturing. 
с Refers to man-years. 


а Manufacturing output based on production indexes for all years. 


« October of each year. 
t June of each year. 


‘rowth do not become weaker?’ as one approaches the 
nost recent years. 


Yet on the basis of available data the growth of labour 
yroductivity in manufacturing industry appears to have 
yeen exceptionally high in 1976 in a number of countries, 
specially Denmark, France, the Federal Republic of 
jermany, Italy and the Netherlands—in all these coun- 
ries growth rates were 9 per cent or more (table 1.7). 
п the United States the growth rate of labour produc- 
ivity in manufacturing industry in 1976 is provisionally 
stimated at 8 per cent. These rates are considerably 
igher than those experienced in the past for similar rates 
f output growth. However, it is hard to believe that far- 
eaching technological changes could have taken place 


37 As measured by the annual difference between the actual and 
alculated growth rates of labour productivity. 


in a period of twelve months or so; and especially in 1976 
when, as was seen above, capital stock rose only modestly 
and most of the output increase was due to greater 
capacity utilization. The main reason for the high 
productivity increase in 1976 is to be found in the excep- 
tionally large productivity declines which occurred in 
most countries in 1975. In a comparison between the 
1968 and 1976 recoveries, long-term technological (or 
structural) factors may account for no more than one 
percentage point of the total productivity increase which 
took place in 1976. Furthermore, in assessing the 1976 
results the provisional nature of data should be borne in 
mind. Output for the latest year under review is measured 
by the index of manufacturing production which, in a 
number of countries, especially Belgium and the United 
States, is a much more volatile indicator than the more 
comprehensive index based on value added at constant 
prices. 
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In spite of its recent recovery, the level of labour 
productivity, as measured by real output per person 
employed, in the third quarter of 1976 was still below the 
level it had reached in the first half of 1974 in Finland, 
Italy, Norway, Sweden and Switzerland. It was 8 to 10 per 
cent higher than in the first half of 1974 only in the 
Federal Republic of Germany, Ireland and the Nether- 
lands. In the other countries the level of 1974 had been 
surpassed by no more than 3 to 5 per cent (table 1.8). 
These figures suggest that in a number of countries, 
though by no means in all, there are still considerable 
“hidden reserves” of labour productivity in manufac- 
turing; a sizeable employment increase is unlikely until 
output growth approaches its long-term trend again. 
Inter-country differences are quite large, however, ac- 
cording to the policies adopted to prevent dismissals 
during the recession. 


On the face of it, the validity of past relations also 
seems to hold in the present cycle for the time-lags be- 
tween changes in employment and output. As. shown 
in table 1.8, the recovery of manufacturing output began 
in the last quarter of 1975 for most west European coun- 
tries; it started one quarter before this in Ireland and one 
quarter later in Sweden and Switzerland. Some recovery 
of employment can be seen in the second or third quarters 
of 1976. Only in Sweden and Switzerland, where the 
output recovery started later, was no recovery in manu- 
facturing employment visible in the third quarter of 1976, 
the last quarter for which data were available when this 
Survey was prepared. A lag of two to three quarters 
between recovery in manufacturing employment and in 
output is typical of previous cycles.?* 


It is rather surprising that the time-lags between 
employment and output recovery were not longer in the 
present cycle in view of the unusually large degree of 
labour hoarding which was a prevailing feature of the 
1975 recession and which is indicated by the unusually 
large productivity fall in that year. However, consider- 
ation of the turning points for employment has to be 
associated with the extent of the employment recovery: 
this was very small and in some countries barely signifi- 
cant (table 1.9). With the exception of Italy, only a very 
minor part of the employment decline of 1975 and early 
1976 has so far been reversed. It was noted in the 
Economic Survey of Europe in 1975 that various schemes 
adopted in several countries in 1975 had prevented a 
decline in employment of a dimension that could have 
been expected on the basis of the output decline. Employ- 
ment developments in 1976 show the other face of this 
coin. In broad terms, the employment support measures 
of 1975 which were taken to cushion the impact оп employ- 
ment of the output decline, have in turn delayed the sub- 
sequent recovery of employment. 


At variance with previous cyclical upswings, working 
hours changed very little between 1975 and 1976 while, 
on the basis of past relationships, a sizeable increase 
could have been expected. The largest increase, of about 
4 per cent, between the last quarter of 1975 and the last 


38 See the Economic Survey of Europe in 1975, chapter 1. 
29 See below, section 2. 


quarter of 1976, was in the Federal Republic of Germany 
where “partial unemployment” had reached large pro- 
portions in 1975 and was gradually reduced in 1976. 


UNEMPLOYMENT 


There was no substantial improvement in the labour 
market in 1976. During the year unemployment increased 
in Belgium, Denmark, Finland, France, Italy and the 
United Kingdom. In Finland and France there were some 
signs of relief in the second half of the year; there was a 
slight fall in Austria, the Federal Republic of Germany, 
the Netherlands, Norway and Sweden although in the 
Federal Republic of Germany and the Netherlands there 
was a further decline inemployment. In both Canada and 
the United States unemployment remained high in spite 
of a steady increase in employment. 


The duration of unemployment has increased con- 
siderably in the United Kingdom, notably for men: 
between July 1975 and July 1976 the number of men who 
had been unemployed for more than six months increased 
by some 160,000 (out of a total increase in unemployment 
of 200,000). The duration of unemployment has not 
increased much in France and the Federal Republic of 
Germany, where there was only a moderate increase in 
the number of people who had been unemployed for more 
than one year. 


A matter of special concern is the deteriorating situation 
for young people. Table 1.10 reveals that in the United 
Kingdom, for instance, unemployment among young 
people (aged less than 25) worsened considerably in 1976. 
The unemployment of this group, the rise in which 
accounted for one-half of the increase for all ages, 
reached 44 per cent of the total (with a much higher share, 
65 per cent, for unemployed young women). In France 
and in the Federal Republic of Germany there was no 
further worsening in 1976 in the unemployment of young 
people; however, this has remained as high as 46 per cent 
and 30 per cent of the total respectively in France and in 
the Federal Republic of Germany. 


The relationship between unemployment and unfilled 
vacancies was in some cases quite atypical in 1976. In the 
Federal Republic of Germany, vacancies rose during the 
latter part of 1975 while unemployment was also in- 
creasing, and fell subsequently when unemployment also 
fell (there was a rise in vacancies towards the end of the 
year while unemployment remained almost stable); in 
France, unemployment and vacancies both increased in 
the first three quarters of 1976 and both slowly declined 
in the last quarter. This unusual behaviour in such a 
short period is difficult to interpret. Changes in unfilled 
vacancies were erratic and the degree of change was very 
small, mainly reflecting hesitance at this stage of the 
cycle. Altogether there was a virtual stagnation of 
vacancies in 1976 (chart 1.1). 


One of the peculiarities of the labour market in the 
present cycle is that in 1976, the first year of recovery, 
several cyclical features which usually produce their full 
impact in the year of lowest demand were still operative. 
Some of these features, such as net outflows of immigrant 
workers resulting in a reduction of the labour supply, 
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TABLE 1.8 ы 


Quarterly index numbers of industrial production (seasonally adjusted) and employment 


(First half 1974 = 100) 
A = Index of industrial production. 
B = Index of employment. 
C = Percentage change of labour productivity between base period and relevant quarter. 


= ee ee eee 


1975 1976 
01 02 03 04 Ql Q2 03 
ee ee ee ee, м 
Austria % 
= es ee ee 95.1 92.1 91.9 93.9 94.7 98.2 99.5 
Seether te vive A 97.4 95.3 94.4 93.5 92.4 92.8 94.3 
Caer eee —2.4 —3.4 —2.6 0.4 2.5 5.8 5.5 
Belgium ° 
Aad ee во 91.8 87.7 86.1 88.5 94.3 99.2 95.9 
i ee ae Ses 96.4 95.3 95.2 92.4 91.8 91.2 
Ca ee ae ii —4.8 —8.0 —9.6 —4.2 Da 8.8 
Denmark 
fie oe ИИ и a a о ae se te 
Е ре 87.7 88.2 86.7 85.0 86.3 88.0 87.4 
Finland 
А Se 97.6 96.1 90.8 93.9 93.9 98.7 93.1 
В. 99.3 104.1 102.5 97.5 94.9 99.2 101.6 
СЕТ —1.7 —7.7 —11.4 —3.7 —1.1 —0.5 —8.4 
France 
с Е 90.8 88.4 87.6 90.8 96.4 97.2 100.4 
Barbera. © 6 97.6 97.3 96.3 95.8 95.8 96.3 96.1 
(SP a eee —7.0 —9.1 —9.0 —5.2 0.6 0.9 4.5 
Germany, Federal Republic of 
У са aoe 93.4 91.0 90.3 95.1 98.1 99.1 98.2 
о оО ОИ 94.9 93.3 92.3 91.4 89.9 90.0 90.5 
Е: о. —1.6 —2.5 —2.2 4.0 9.1 10.1 8.5 
Treland % 
LS ie ae 91.9 91.4 91.8 93.7 98.4 99.9 102.8 
Beene ee eee 94.6 93.0 91.6 91.7 90.5 92.3 93.0 
CE ee —2.9 —1.7 0.2 2) 8.7 8.2 10.5 
Italy 
A 89.0 86.4 85.5 89.5 94.2 97.2 98.7 
Bria: Ace Seen, Ware, 102.0 99.9 101.1 101.1 99.0 99.9 102.9 
COP A ан —12.7 —13.5 —15.4 —11.5 —4.8 —2.7 —4.1 
Netherlands 
LPR re 95.2 92.7 91.9 97.6 98.4 100.0 100.8 
| B 97.6 96.6 95.7 94.1 93.1 93.3 93.3 
Coen et ne а 10—40 3.7 5.7 2 8.0 * 
] Norway 
| Ас 99.7 99.7 97.2 98.0 100.3 98.3 100.6 
| а 2 104.1 105.4 105.7 100.8 101.3 105.1 108.0 
(©. —4.2 —5.4 —8.0 —2.8 —1.0 —6.5 —6.9 
Sweden 
A 100.7 96.3 97.8 97.0 93.3 95.6 97.0 
Be ВЕТ... 101.9 101.5 101.4 100.6 99.3 98.7 98.5 
Cr: —1.2 —5.1 —3.6 —3.6 —6.0 —3.1 —1.5 
Switzerland 
До ne 81.6 83.3 84.2 92.1 81.6 85.1 84.2 
а sé eee ee es 95.8 93.3 90.8 88.6 86.9 86.8 86.5 
Cee ес —10.7 —7.3 4.0 — 6.1 —2.0 —2.7 
United Kingdom 
AGS See i nr 99.6 94.8 93.8 95.1 96.7 97.6 97.1 
ВО 97.8 95.8 95.2 94.5 93.3 93.3 94.1 
© 1.8 —1.0 —1.5 0.6 3.6 4.6 $7 


i 
Sources; National statistics; and OECD, Main Economic Indicators, Paris. 


@ Mining and manufacturing. > Manufacturing. 
¢ Excluding extraction of petroleum and natural gas. 
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TABLE 1.9 


/ 


Cyclical changes in industrial employment 
oe a rte 


Employment 
i и ea Decline * Increase ® 
Country Sisto Trough ER belts (Thousands) 
ee Е SS SSS ee 
ео aint, TE: 1973, Q3 1975, 04 1976, Q3 597 16.5 
Ве ace van 1974, Q3 1976, Q2 1976, Q2 86.1 
Ва. 1974, Q3 1976, 01 1976, Q3 61.0 41 
France Se о око 1974, 02 1976, 01 1976, Q3 267 34 
Germany, Federal Republic of . . . 1973, 04 1976, ОТ 1976, Q3 1 062 65 
Пе ара. 1974, 02 1976, ОТ 1976, Q3 $4 We) 5.3 
а о ke toe ore 1975, 01 1976, ОТ 1976, Q3 165 213 
У 6 зоо бозовав 1974, Q3 1976, ОТ 1976, Q3 И 7.5 not yet 
Sweden ое 1974, 04 1976,Q3 1976, ОЗ 38 not yet 
Switzerland) same eee 1974, Q2 1976,Q3 1976,Q3 14percent not yet 
ие Kingd omiememr- einen nee 1973, 04 1976,Q2 1976, ОЗ 676 68 


—  Ереёлыёы вь тыщ нзнз—ыё Ъеыед ньЕьЕ| - —ыы—_—__3———Ш—————д——д—д—ддцд 


Sources: National statistics. 


Note: Norway excluded as there was no significant fall in employment in the present cycle. 


а Decline from previous peak to trough. 


> Increase from trough to last quarter for which data available. 


¢ Manufacturing. 


а Only index numbers (3rd Quarter 1966 = 100) available. 


had a moderating effect on the level of unemployment. 
But other, adverse features clearly prevailed in 1976. 
Prominent among these are the measures adopted in 1975 
to support employment, such as wage subsidies to prevent 
lay-offs, public relief works and schemes designed to cut 
hours worked and maintain income for workers 
temporarily laid off, :.ther than to reduce the number 
employed. As a consequence, employment did not 
decline—in relation to output—as much as past ex- 
periences would have suggested. The expiration of these 
schemes in the absence of a brisk rise in labour demand, 
has had a delayed and adverse effect on unemployment 
in 1976. Where there was partial unemployment,®* the 
recovery of output in 1976 was possible, to a certain 
extent, without much reduction in the level of unem- 
ployment. Partial unemployment in 1975 was substantial 
in Belgium, Italy, Switzerland and especially in the 
Federal Republic of Germany; it was considerably less 
in France and the United Kingdom.*! 


In Belgium partial unemployment declined considerably 
in 1976, from a peak of over 100,000 workers in mid-1975 
(as many as the number of employable persons 3? un- 
employed), but it remained at the high level reached 
during the 1967 recession (over 50,000). In Italy, partial 
unemployment did not fall much in 1976: the number of 
hours paid by the special relief fund (Cassa Integrazione 
Guadagni) in 1976 was only about 15 per cent less than 
in 1975 (the hours lost in industry fell by 28 per cent, but 


30 Partial unemployment refers to workers temporarily laid off or 
working shorter hours. 


1 31 п most countries statistics on partial unemployment are sub- 
ject to a considerable degree of under-recording. Usually, they 
cover only firms which have recourse to income equalization funds. 
See Economic Survey of Europe in 1975, pp. 16-17. 


32 Officially described as of “aptitude normale’. 


in construction they increased by about 25 per cent).** 
In France and the United Kingdom partial unemployment 
was not a major factor in alleviating the total unem- 
ployment figures in 1975 (although it was important for 
some industries and regions), and so the impact of its 
reduction in 1976 was very limited. In Switzerland the 
number of workers partially unemployed fell steeply, from 
a monthly average of 122,000 in the last quarter of 1975, 
to 22,000 in the last quarter of 1976. The total number of 
hours lost during the full three-month periods were 
respectively 12 million in 1975 and 2.4 million in 1976.%4 
Little connexion can be established between the behaviour 
of partial unemployment and of total unemployment in 
Switzerland: unemployment, although declining during 
1976, has remained—on average—higher than in 1975 
(but still, by international standards, extremely low). 


For the Federal Republic of Germany the table below 
shows relevant data on the number of industrial workers 
on short-time in selected months of 1975 and 1976, with 
a broad indication of the percentage cut in working time: 

1975 1975 


1976 1976 


June September June September 

Workers affected (thousands). . 804 639 218 94 
Percentage of labour force 3.04 2.41 0.85 0:37 
Cut in working time: 

Less than 25 percent. . . . 329 291 136 47 

РО ИО в боб 5 300 68 41 

Эла) А ое 58 34 11 5 

More than 75 percent .. . 25 13 3 1 


Source: Amtliche Nachrichten der Bundesanstalt fiir Arbeit. 


33 See Informazioni SVIMEZ, 15-31 December 1976 and Генеге 
d’affari, No. 368, February 1977. 


34 See La Vie Economique, February 1977, рр. 43 and 90. 


19 


Developments in 1976 


“(ZS ISAO 56-95 {95-Е Т SET-p {5591 10 $) SYOOM UI поцелар “шор8игя рэиап 24} 104 » "591511815 ТЕЦОЦЕМ : 5224705 


0°87 brs 785 9`Р0Т РСТ S ILE 8 107 1681 СЭТ [ИУС 6'655 [1050 Т * [2301, 
7.6 €°8 OL OL ГР 8'6Е 1°76 9°9¢ L'6E 9'0r ro 85565 5 PUL 05 
66 9°8I O17 CSC СЗТ 6°76 iss) 578 TOL 7 £6 1°89 8`РОФ о бе 
[78 S°LZ v'0E VTL ГРОТ O' EFT 9°97 С 8P b'6P 6OIT OLEI VLE и! 
9L6I ПГ 
Sel 0°07 9°7E TSS 9°SOI СС 7 6CT Сет SEL L661 L'0bz 6'r18 ОГ 
9°9 6€ oP aS 6€ ЕС POL €LE €7E ELE CSC TZ 807 400605 
LY GE “И 691 9ST 0°95 СЕР 70S 019 0°68 TL O'LIE MM) Me Re Ty SS UGb-CC 
iad 06 Lot Tee 0°98 РТ 5°6 PS, 9°6E CEL ЕТРТ 1687 > ge сэра 
Lor ПГ 


wopsury рэ 


6L9 OEIT L’S8 Lstit Ste 8°8SP c £6 vt el ГРОТ OSL 99h р И 
VIZ ГУС LIP SSI! 99 TLL 0`05 6°87 Ost eel [9 856 О” FRAO ри 05 
9`95 sco 8°9F Ss VCE 8°CET 875 0'6r $68 855 $88 SPEC и ND СС 
сот 7 9с CLE 9°0S ve 6 8rl v8 ЭТ сэт O'8E SOE C801 СС Эри 
9L6[ 42921425 
598 0`6СТ vIor гост Vel 0`09Р 09 OST ЕСИ 8`9ЕТ V6 SOPs а 
OTT 9°ST €or Lvl OL CSL Е'6Т OEE € 6! 89OT 06 0°86 О FRAO PUR 05 
Sor Pol css 18s OVE CTV Sve 9°€8 859 SCL 6 6P L’vot РУ PAR ok PONS ove 
09 0°6¢ 6°67 LY. SE ЭТ v9 SLT C6 СИР С ЕЕ 8 trl ee Fe eSe4pea 


$161 4aquajdas 
jo oqndeay jeiopay “Aueuray 


8°S8 8°98 Г8Е ЕСТ SPST [7555 veo OME 789 У’ СОТ 8 7a 9`65Ф и ОТ 
на as oo ae 5.0 £69 bile ht ae sa м ELE о ake purine 
ae во oe г de CELI me os ig ae ah O'EgT ее 
A ss 5 #3 oe 1-58 sa sire a ae a €6ST Pees А сое 
9/61 4aquajdas 
8'85 798 OL T3801 8°ObT TOLY 79 $'98 6 +8 И ФОРТ 9`69? п Е Е ОГ 
м as So ae ee 9°59 os га ые os sf 8:18 о Ре бло рае ое 
és nt ax be ae 61ST 3h he a бе о ГС Е ce 
ate as ee ss a3 6.865 a ae a dvs oe L081 сел 
$(6Т 42421425 
oouely 
a 
СГ ив 21-9 es Sey Г “py (spupsnoy?) СТ “py CI-9 Loh an Г мир (spuvsnoy}) 4по18-280 puv 
240 5527 12101 240 ДГ 5527 12101 avad ‘Кципо) 
2 SYJUOW Ul ‘иопрата о SYJUOW и! ‘иопрапа 
aS EEE EE EEE EE eee 
Sappuay 5212 


Sl i i 


OL6L pues $/6т “wopsury рэли oy} рие Ашешлою Jo IGndoy телэрэд 94) ‘ээиелЯ ul sdnoi3-338 реол4 puke хэ$ ‘иоцетр о} 811710336 зиэшАоашоц(] 


ОГТ атауГ, 


20 R 


ecent economic developments in western Europe 


CuartT 1.1 


Unemployment and unfilled vacancies in selected west European countries, 1975 and 1976 
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Note: Unemployment for Belgium, Denmark and Sweden refers to insured 
unemployed only. 
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In 1976, there was a very large decline in the number of 
workers partially unemployed, and the cuts in working 
time of more than 50 per cent were reduced to minimal 
figures. The large re-absorption of partial unemployment 
explains, at least partly, why the revival of output had 
only a moderate impact on total employment and unem- 
ployment. 


A second factor which continued to operate in 1976 is 
the high and increasing propensity for women looking for 
work to register at the labour exchanges. Consequently 
total unemployment rose more (or declined less) than in 
previous cycles and there was a greater incidence of total 
female unemployment. In 1976, female unemployment 
did not fall even when there was a reduction in male 

unemployment. 


The detailed analysis in table 1.10 reveals that un- 
employment among women continued to worsen in 1976.35 
In France, between September 1975 and September 1976 
there was practically no change in total unemployment, 
but this conceals a decline for males and an increase for 
females. There were almost 100,000 more females than 
males unemployed in September 1976. In the Federal 
Republic of Germany the decrease in unemployment in 
the same period (over 110,000) affected only men: the 
number of unemployed women remained virtually un- 
changed. In the United Kingdom the number of un- 
employed women has remained considerably lower than 
that of men; however, the tendency for the share of 
women in total unemployment to increase has continued. 
This contrasts with the fact that the modest recovery in 
total employment in this country was confined to female 
employment, with male employment still falling slowly.** 
There is in mostcountries anincreasing tendency for women 
to remain in the labour force. This could be one of the 
side-effects of improved unemployment protection schemes 
for women. A higher number of women in the labour force 
could also be the delayed effect of the active manpower 
policies followed in previous years of labour shortage: 
these aimed at a fuller utilization of labour. 


In contrast with the two factors just examined (partial 
unemployment and female registration), migration in 
1976 had the effect of reducing unemployment in the 
labour-receiving countries. In 1974 and 1975 net de- 
partures of immigrants from countries which had tradi- 
tionally received ‘‘guest workers” had been less than 
would have been expected on the basis of experience in 
previous recessions. Jobless immigrants had a higher 
propensity to. stay in the receiving countries, as long as 
they had the right and the financial possibility to do so, 
for one or more of the following reasons: first, with the 
general improvement in immigrants’ rights, many jobless 
‘foreigners had become entitled to stay and to be granted 
‘unemployment benefits; secondly, unemployment benefits 
аа reached substantial levels; and, thirdly, the restrictive 
iramigration policies (largely independent of cyclical 
factors) prevailing in manpower-receiving countries, led 
immigrants to avoid the risk of not being able to return. 


35 See also, Economic Survey of Europe in 1975, p. 21. 
36 National Institute Economic Review, No. 29, February 1977, 
Denis 


However, as the period of entitlement to benefits expired, 
departures tended to increase. In general, restrictions on 
the size of the foreign population in the receiving coun- 
tries were achieved through non-replacement of,immi- 
grants leaving voluntarily. 


| The result was that departures of foreign workers, 
instead of being concentrated in the year of lowest 
demand (as for example in 1967), were spread out and 
departures in 1976 were sometimes more than in the two 
preceding years. The effect of massive departures of 
foreign workers in reducing registered unemployment 
was considerable in the Federal Republic of Germany 
and Switzerland. 


In the Federal Republic the number of foreigners in 
the unemployment records fell from 151,000 to 106,000 
between 1975 and 1976 (annual averages) while registered 
unemployment of nationals increased by 31,000. The 
following table shows broad estimates, referring to annual 
averages, of changes in employment, total and foreigners, 
and of unemployment: 


Changes from previous year (thousands) 


Employment Unemployment 

of which: of which: 

Total Foreigners Total Foreigners 
Е —495 —117 309 48 
Пе —861 —320 492 82 
оо se —263 —127 —14 —45 


Source: Mitteilungen aus der Arbeitsmarkt — und Berufsforschung, Match 1977. 


Foreigners, representing less than 10 per cent of total 
employment in the Federal Republic of Germany in 1973, 
accounted for 35 per cent of the total loss of jobs in the 
three-year period 1974 to 1976 (and almost half in 1976). 
Data on net departures of foreign workers for this period 
are lacking, but their number is estimated at over 300,000; 
and judging from changes in the total foreign population, 
were concentrated in late 1975 and 1976.3? 


In Switzerland, where there was virtually no output 
recovery in 1976 and employment continued to fall at a 
high rate, the net decline in the number of foreign workers 
has continued as can be seen from the following figures :38 


(Thousands) 
of which: 
Total Annual and permanent 
August 1973-August 1974... —36.4 —0.9 
August 1974-August 1975. . . —107.3 —29.9 
August 1975-August 1976... —84.4 —44.9 


Source: La Vie Economique. 


37 Incidentally, since the decline in the total foreign population 
from 1973 to 1976 was almost nil (in any case considerably lower 
than that estimated for the active foreign population), one implica- 
tion is that the migrants’ propensity to move their families and to 
settle in the receiving country has increased considerably. 


38 Naturalization accounted for only a small proportion of the 
over-all reduction of foreign workers. 
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As in the Federal Republic of Germany, while the 
number of active foreigners was decreasing sharply, the 
total foreign population only declined slightly. This is a 
clear indication of an increasing propensity for immigrants 
to stay longer in the host country. In both the Federal 
Republic of Germany and in Switzerland restrictive 
immigration policies have been dictated not merely by 
cyclical reasons but rather by long-term considerations. 
A similar attitude has prevailed in all the other labour- 
receiving countries of Europe: in these countries there 
were no massive repatriations of immigrants, but new 
immigration came to a standstill. 


Lastly, there is one structural feature which has not 
perhaps always received the attention it deserves, but 
which has affected labour market developments in a 
number of countries in the first half of the 1970s and will 
continue to exert its influence in the second half. This is 
the greater size of population, in comparison with pre- 
vious years, in the age group 15 to 29. The age group 15 
to 29 has been growing appreciably in several countries 
(for example, Belgium, France and the Federal Republic 
of Germany) during 1970-1975. For instance, in Belgium 
this age group accounted for the entire increase in the 
population between 1970 and 1975 (over 200,000). In 
France the increase in the size of this age group in the 
same period (over 1.3 million) was as much as 60 per cent 
of the total population increase.*® In the Federal Republic 
of Germany, in spite of the decline in the total national 
population,*° the age group 15-29 is growing by about 
1.5 million in the current quinquennium 1975-1980 and 
is expected to grow by about 700,000 in 1980-1985 (it 
will decrease steeply after that).41 This is a clear departure 
from previous trends. The increasing proportion of young 
people in the labour force raises a number of problems 
whose solution requires, in addition to an appropriate 
over-all demand management, selective and specific 
policy measures. 


(iii) Costs and prices 


The growth of money wage rates had already slowed 
down in most countries in 1975, but in 1976 there was a 
further sharp deceleration. Compared with 1975, the 
rates of increase in 1976 generally fell by one-third or 
more (table 1.11). In most countries the year-on-year 
change in rates was somewhat lower in the second half 
of 1976 compared with the first; in Italy there was, 
however, a relatively sharp rise in the fourth quarter. 
The most striking changes are the acceleration of wage 
increases in Italy in the second half of the year and their 
rapid deceleration in the United Kingdom.*? A compa- 


39 See, United Nations, Population by sex and age for regions and 
countries, 1950-2000, as assessed in 1973: medium variant, New 
York, 25 February 1976, ESA/P/WP60. 

40 1.е. excluding immigrants. 

41 See, Statistisches Jahrbuch 1976, p. 62. 

42 It should be borne in mind, however, that indexes of wage 


rates are subject to fairly large revisions as backdating, etc. is taken 
into account. 


rison of increases in rates and earnings is only possible 
for Austria, Belgium, the Federal Republic of Germany 
and the United Kingdom (tables 1.11 and 1.12). Earnings — 
rose more than rates in the Federal Republic where both 
unemployment and short-time working fell quite sharply 
during the year. Since the fall in short-time working was 
widespread, it is possible that in most countries where a 
direct comparison between earnings and rates cannot be 
made, increases in earnings were generally in line with or 
above those for rates. Changes in earnings are in fact the 
more relevant series for discussing trends in production 
costs, and these are given in table 1.11 for nine west 
European countries and for North America. For all 
countries except Sweden the growth of earnings in 1976 
fell, in most cases quite sharply. Inter-country differences 
remain very large: in Austria, the United States, the 
Federal Republic and Switzerland earnings rose by less 
than 10 per cent, but elsewhere the increases were spread 
out between 12 and 20 per cent. It is precisely in the latter 
group where most of the efforts to implement incomes 
policies have been concentrated. Where these efforts 
were not successful in 1976 (in Ireland, for example) 
agreements have been reached for controlling the rate of 
increase of wages in 1977. In France there will be no 
statutory control of wages, but the government has made 
strong recommendations that the rise in incomes in 1977 
should not exceed that in the cost of living: enterprises 
which do not comply face the possibility of price controls 
and the anti-inflation tax. 


The growth rate of consumer prices has generally 
decelerated more slowly than that of money wage rates 
and earnings. In spite of widespread resort to price 
controls and subsidies (particularly on foodstuffs) there- 
fore, the fall in the growth of real earnings was generally 
much larger than that of nominal incomes. The excep- 
tions in Europe were Sweden, the Federal Republic and, 
possibly, France. In both Canada and the United States 
the growth of real earnings rose quite sharply throughout 
1976, largely because of the deceleration of price in- 
creases. Real earnings growth was relatively strong in 
Sweden, Norway and Canada (6.5 to nearly 9 per cent): 
in Austria, Finland, Ireland and the United Kingdom 
(and probably in the Netherlands and Switzerland) the 
rise was less than 1 per cent, while elsewhere the rise was 
generally in the range of 2-3 per cent. 


During the present recession short-time working and 
subsidized job maintenance have been widespread and 
on a much greater scale than in previous post-war down- 
turns. Although unemployment has been very high in 
absolute terms, employment did not in fact fall as much 
as might have been expected on the basis of past relation- 
ships between output and employment changes. Con- 
sequently, the absolute fall in output in 1975 was accom- 
panied by very high rates of increase in unit labour costs 


ue ae of countries productivity actually fell in 
1975). | 


The recovery in the last quarter of 1975 and first half of 
1976 therefore led to a very sharp rise in productivity jin 
most countries, and although this may have slackened 
off in the second half of the year (because of the “pause” 
in the rate of output recovery), the impact on unit labour 
costs was very large. For the European countries (see 
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Unit labour costs.* for whole economy 
(Percentage change over previous year) 
ee УЕ 


text table) the average rise in unit labour costs in 1976 
was about 8.5 per cent in contrast to about 18 per cent in 
1975 (for six of these countries the 1976 increase was 


194 1975 1976 ь about two-thirds lower than 1975). However, there was 
ды a widening of inter-country differences in the growth of 
а, 11.0 15.2 5.5 unit labour costs in 1976: the Federal Republic of Ger- 
Belgium 14.4 16.2 9.0 many and Switzerland had the lowest rates of growth in 
Denmark... . . 18.3 16.5 6.0 1975 but also experienced the greatest deceleration in 1976. 
inland eet pls 2. 20.7 23.0 14.5 
о a Stee 5A 17.0 6.5 Primary commodity prices ** began to recover from their 
Germany, Federal Republic of 8.8 17 1.5 1975 low points towards the end of that year in response 
ireland rem, и 13.4 22.0 11.5 to the recovery of output in the industrial economies. 
т... 20.7 24.7 13.0 Although their average rate of increase in the first half 
Netherlands 13.1 14.0 7.0 of 1976 was relatively sharp, the United Nations Index 
Norway 11.7 15.4 10.0 for primary commodity prices (in dollars) rose only 3.2 per 
Sweden... . . 11.2 19.0 11.5 cent for the year as a whole. Prices of agricultural raw 
Switzerland . . . 9.4 10.4 3.0 : : : 
Waited Kingdom . 208 316 130 materials rose fairly steadily throughout the year (cotton 
Beha? ' 14 5 146 10.0 and rubber prices rose sharply, largely reflecting the 
United States 11S 8.0 4.0 
виа. 44 These are discussed in more detail in section (iv). 
2 Compensation of employees per unit of real GDP. 45 Although world stocks of these commodities are relatively high, 
© Secretariat estimates rounded to nearest 0.5 percentage point. a large part of them are in the hands of the primary producers. 
TABLE 1.11 


Average hourly wage rates in manufacturing 


(Percentage change over corresponding period of previous year) 


A = Change in money terms. 
В = Change in real terms.* 


Country 


1974 


1975 


1976 


01 


Q2 03 04 по о | 


Austria 5 
А 
Be 


Belgium 
ecw: 
Be 


France < 
Aree of 
BS 


Germany, Federal Republic of 
В. 


Italy @ 
А № 
Be 


Netherlands 
A. 
B. 


Switzerland @ 
Асс 
Ве. 

United Kingdom 
а 
By: 


Sources; National st 


в Change in попе; 
price index. 


> Industry. 


YY, 
4.6 


19.8 
2.8 


‚;; OECD, Main Economic Indicators, Paris. 
deflated by corresponding change in total consumer 


centred by averaging data from January of си! 


———— 
ee EEE EEE 


1975 1976 
20.8 19.7 17.8 8.6 10.5 10.1 10.0* 
11.3 10.0 10.0 1.0 Deal 2.8 2.6* 
197 157 15.0 13.3 ПИ 3 10.3 
5:5 39 3.4 я, 3 2.0 23 
18.5 17.4 15.9 14.4 15.1 14.0 14.9 
55 5.8 SD) 4.4 Sy 4.0 4.5 
9.2 8.4 Toil 5.3 5.7 5.8 5.8 
2.8 2.3 2.0 0.0 0.8 tgs) 1.9 
29.7 26.2 23.0 16.3 25.4 28.3 
8.4 9.6 10.2 1 0.2 7.0 5.8 
12.6 13.3 32 11.5 9.5 6.7 eg 
ОИ 748) 3.4 2.3 0.1 1.4 0.7 
8.4 6.9 5.4 1.9 We} 1.3 1.9 
—0.1 0.4 1.4 —1.1 —0.2 0.0 0.9 
34.2 29.5 293 2959 21.6 ВА 12.1 
8.0 2.4 3:2 6.0 4.9 35 —2.5 
с Quarterly figures refer to January, April, July d October. Annual figures are 


snt year to January of following 
year. 
а From 1976 new index linked at Decembe 
е Data refer to March, June, September, D 


) previous index. 
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TABLE 1.12 


Average hourly earnings in manufacturing 


(Percentage change over corresponding period of previous year) 


A = Change in money terms. 
В = Change in real terms.* 


Country 1974 1975 1976 Ql Q2 Q3 04 Ql 


i ls i a 


Austria ® 
YR Re ПМ о Ч 157 13.4 9.0 18.3 5:2 14.2 7.8 6.6 10.5 7.8 10.5 
Beer ame о a me Sell 4.6 1.6 8.1 6.2 5:0 0.7 —0.8 24.1 0.7 Зв 
Belgium с 
ТЕ в СЕ 20.8 20.0 11.1 22 19.8 17.9 17.3 Те 13.2 10.6 9.1 
De eee о 13 6.4 7 10.4 5.6 5.8 5.3 023 Sie! 1.4 1.2 
Denmark 4 
А о re 21.5 19.7 12.4 22-1 20.5 19.1 16.5 13:7 22 11.9 11.4 
Bee tat Se Sen с 559) 9.2 ЭТ 7.6 Sa 8.9 11.4 7.0 3.4 3.5 —1.5 
Finland ® 
AER ре ОВ Des Pile 14.5* 24.9 73-2 20.2 16.6 17.5 14.1 13.8 258 
Ba settee ee ee oe 4.6 Dell 0.1* 5.4 4.3 2.6 —0.9 0.5 00 —0.2 —0.2* 
Germany, Federal Republic of f 
Fe tea! Ag eae ее ee es 10.5 8.1 6.3 10.8 8.1 6.6 6.6 6.5 6.3 6.8 7.4 
ор aes er ee as в 2.0 67 4.6 1.8 0.6 1.0 НЫ i 58) 2.5 5 
Treland 9 
ие. 20.1 28.8 29.1 28.2 30.1 28.0 ро 16.2 
В - Del 6.5 4.3 3.0 9.3 9.6 55 0.0 
Norway ® р 
ИЕ ис 17.6 20.0 16.7 25.6 21.4 16.3 17.8 13.3 18.5 18.2 15.9 
т Aa cree eee ee US 7.4 7.0 12.9 9.0 3.4 5.1 SD 7.4 8.4 es 
Sweden 4 
AS Ls Sears sy a 11.0 14.9 17.5 137 7.9 18.3 19.5 РТ] 24.7 13.0 10.9 
В 1.0 4.6 6.5 47 —2.0 6.0 9.7 0 2 Sen: 12 


Ut ев 17 26.3 16.7 31.9 Dies 25.4 22.0 20.0 19.8 14.8 12.8 

TB tenes ota tes eae 1.0 157 0.2 9.6 24 —0.9 —2.6 —2.0 3.4 1.0 —1.9 
Canada 

TNE SE ae Eee Tee 13.2 15.8 13.7 17.8 17.7 15.0 13.0 13.9 14.2 14.3 11.9 

Во ее Dall 4.5 5.8* 55 6.5 8-7 25 4.2 57 78) BT | 
United States 

MME ne et ek ny ne 8.3 9.1 7.9 11.1 9.3 8.3 eS 7.1 7.8 8.3 8.2 

о ee ce eee ca —2.4 — 0.1 2.0 0.1 —0.4 —0.4 0.0 0.7 1.6 22 3.0 


Source: As for table 1.11. 


а Change in money terms deflated by corresponding change in total consumer 
price index. 


© Monthly earnings (wage earners). 
¢ Mining, manufacturing and transport. 
а Mining and manufacturing. 


¢ Industry. 
7 Quarterly data refer to January, April, July, and October. 


® Quarterly data refer to March, June, September, and December. 
» Males. 


+ Weekly earnings: all employees, Great Britain. 
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predominance of private consumption in the recovery 
in the industrial countries), but metals prices, after a 
large increase in the first half of the year, slackened in the 
second half and actually fell between the third and last 
quarters.*° Primary food products rose only moderately 
on average in 1976. This was mainly due to improved 


ao The interpretation of these price movements, particularly for 
metals is important for assessing likely future developments. Рго- 
fessor Kaldor argues that “the very jumpiness of commodity prices 
shows that they are increasingly under the influence of inflationary 
expectations”, The Economic Journal, December 1976, р: 12. 
Fears that а fast recovery in industrial output will launch a new 
upsurge of inflation, it is argued, drives speculators and hedgers 
against inflation into primary commodities. This argument is only 
likely to apply to a small number of commodities, in particular a 
few metals. Supplies of foodstuffs have already improved (except 
coffee and cocoa) and there is no reason why supplies of most agri- 
cultural raw materials will not increase in response to rising prices: 
this may lead to certain problems of instability, but there would 
appear to be nothing new in these. The main problem is metals, 
and copper in particular, and it is a widespread opinion that the 
fluctuations in the 1976 prices were greatly affected by speculators. 
However, an alternative (or additional) explanation is that since 
many producers are operating at a loss at current prices, they 
immediately tried to restore their margins at the first sign of гесоу- 
ery in the industrial economies. The price increases proved unsus- 
tainable when the pace of recovery weakened and in the face of 
intense competition on the international metal markets. In this 
respect the copper market is not much different from steel, chemicals 
or natural fibres (cf. Economic Survey of Europe in 1975, pp. 30-31). 
This latter hypothesis of course implies that metals prices may rise 
quite sharply in the short- and medium-run irrespective of what 
happens to inflationary expectations (and the lack of investment in 
metals mining over the past decade or so probably means this is true 
for the longer run as well). But this is still a fairly localized supply 
constraint and is a long way from supporting the proposition that 
most primary commodities are under the influence of inflationary 
expectations or that the recovery of output in the industrialized 
countries is likely to touch off another generalized boom in commodi- 
ty prices such as occurred in 1973-1974. 


supplies of grains, particularly wheat.4? On the other 
hand, a number of tropical products (coffee and cocoa 
especially) continue to be in short supply and their prices 
more than doubled in 1976.48 


The contribution 4 of various factors to the rise in the 
implicit deflator of total final expenditure is given for 
seven countries in table 1.13. The relative importance of 
the different factors varies a lot between countries. The 
contribution of import prices was important in most of 
them although it nevertheless ranges from 20 to 59 per 
cent of the total rise. The restoration of profit margins 
(as reflected in the rise in gross operating surplus per unit 
of total final expenditure) also contributed about one- 
quarter or more in the Federal Republic, the Netherlands 
and the United Kingdom. The relative importance of 
Wage pressures on the over-all increase in prices varied 
enormously: from zero in the Federal Republic to around 
two-thirds in Finland and Sweden. The rise in wage costs 
was also the largest single contributory factor in the 
United Kingdom, although their relative importance 
declined sharply in comparison with 1975, when they 
accounted for two-thirds of the total price rise.®° 


In 1976 the average rate of increase of consumer prices 
in western Europe (13 countries) fell for the first time 
since 1967: from 12.8 per cent in 1975 (and 1974) to 


47 The spot price of wheat (US No. 2 Hard Red Winter fo.b. 
Gulf) fell 27 per cent between June and December 1976. 


48 The rise in “ауегазе” food prices varies considerably according 
to the weight of such tropical products in different indexes. Thus 
between May and October 1976 the UNCTAD index for food rose 
11.4 per cent but the NIESR (London) index rose only 4.2 per cent. 

49 Interpreted in an arithmetic rather than a causal sense: the con- 
tribution of import prices, for example, may be due as much to 
domestic as to overseas causes. 


50 Cf. Bank of England, Quarterly Bulletin, December 1976. 


TABLE 1.13 


Components of the change in ‘‘total’’ prices * in 1976 


i 


Change in 
“total” 
prices % 

(per cent) 


Е о ее 9.7 
Арарсе тои, он, ооо tiene 9.3 
Germany, Federal Republic of . . . 2.1 
iINetherlandse..) еее = 8.1 
Гоа ое. 8.2 
Сечени м о, 9.7 

16.9 


United Kingdom 


Source: Basic data as for appendix table I. 


of which, due to: ® 


Compensation Gross Indirect Imports 
of operating taxes less of goods 
employees surplus subsidies and services 


6.5 1.6 le 0.5 
2.6 —— 3.9 —— 2.8 
-- 0.9 0.2 1.6 
1-5 97 —0.4 8.5 
2.3 1.1 1.4 3.4 
6.2 —— 1.6 —— №9 
6.4 4.0 2.1 4.4 


а The implicit price deflator of total final expenditure; per cent increase over 1975. 


> The calculation is based on 1975 weights in total final expenditure. 


The component contributions refer to the costs 


of each component per unit of total final expenditure at constant prices. 


¢ January-September 1976 over same period in 1975. 
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10.4 per cent.*! Most of these countries have experienced 
successively accelerating annual rates of inflation since 
the late 1960s, seven of them showing a first, albeit in many 
cases a slight, deceleration in 1975. In 1976 Sweden was 
the only country where the annual rate increased—in all 
the others it fell. Ignoring Sweden, Italy (where the 
deceleration was slight) and Switzerland (where the rate 
fell from 6.7 per cent in 1975 to 1.7 per cent in 1976), the 
average rise in consumer prices in 1976 was about 20 per 
cent lower than in 1975 (table 1.14). 


It is a normal cyclical feature for the rate of price in- 
crease to decelerate or fall at the bottom of the cycle and 
in the early stages of the upturn. The average rate of 
increase for western Europe in fact decelerated only 
slightly in the previous recession of 1971-1972. But the 
fall in the rate in 1976 is of about the same proportion as 
that in the 1962-1963 recession. However, the year-on- 
year rate in the last quarter of 1976 was still about two 
and a half times higher than the average annual increase 
in consumer prices between 1962 and 1969. 


Although the likely course of food prices was an element 
of some uncertainty at the beginning of 1976, they did 
not in fact prove to be a major source of inflationary 
pressure although in most countries food prices did rise 
faster than average consumer prices. The contribution of 
food to the over-all rise in prices was just under one- 


51 This is a little higher than expected at the beginning of 1976. 
The Economic Survey of Europe in 1975 forecast the 1976 average 
increase at between 9 and 10 per cent. 


third on average (excluding Switzerland), although in 
Belgium it was, exceptionally, more than half (table 1.1 5); 
for six countries the contribution was greater than in 
1975. The impact of food prices on the over-all index was 
generally reduced in the summer. The adverse effects of 
the drought in Europe are likely to be concentrated on a 
few products (mainly vegetables) in the winter months 
of 1976-1977. The underlying influence of food prices, 
however, is difficult to determine without more detailed 
analysis since food prices are widely subject to govern- 
ment intervention: various food prices, for example, 
have been “frozen” in Sweden; Belgium blocked price 
increases for fruit and vegetables for three months in June. 
Also subsidies are widely employed to hold down food 
prices, although here the trends may differ: in Norway 
they have been increased, but in the United Kingdom 
they are gradually being phased out. The share of 
imports in total food supplies and changes in foreign 
exchange rates are other important influences, as the 
exceptionally favourable experience of Switzerland illus- 
trates. In North America food prices have had a particu- 
larly moderating influence on the over-all rate of price 
change, especially in the second half of 1976. 


The tendency for a bi-polarisation of European coun- 
tries into high and low inflation areas after floating became 
general in 1973 has been noted Беоге.з The difference 


52 Total expenditure on food subsidies in the United Kingdom 
was £651.8 m. in 1975 and £444 m. in 1976 (Ministerial Answer to 
Parliamentary Question, 28 January 1977). 


53 See Economic Survey of Europe т 1975, р. 32. 


TABLE 1.14 


Annual and quarterly changes in consumer prices, 1974-1976 


(Percentage change over corresponding period of previous year) 


м 


Соитту 1974 1975 1976 


Аа. к в. № 9.5 8.4 И. 5 9.4 
(Belgium о 9 о ie а аа ТТ 12.8 9.2 15:2 
ЕТ в др ообо вне в 5:2 9.6 9.0 5:5 
а баз ба 6 9 не в 16.9 17.9 14.4 18.5 
О м А 13.7 11 9.6 14.0 
Germany, Federal Republic of . 7.0 6.0 4.5 59 
о о 5 ae 17.0 20.9 18.0 23.8 
а ser aks eke Seen eee 19.] 17.0 16.8 22.6 
Nether а rene nee 9.6 10.2 8.8 10.6 
INOIWAV ote ce aes Bee 9.4 11.7 9.1 #2 
АОИ с 5 0 5 a 6 oe A Hk 9.9 9.8 10.3 8.6 
Switzerland aaa n ne anne 9.8 6.7 7 8.0 
ОКО О о о бы ее 16.0 24.2 16.5 20.3 
West European average 

О 06 ооо ооо 12.8 12.8 10.4 14.0 
Сапа 10.9 10.8 Ue Hd 
WitedsStates Боровое 11.0 9.1 5.8 11.0 


Sources; National statistics; OECD, Main Economic Indicators, Paris. 


1975 1976 

Q2 Q3 Q4 QI Q2 Q3 04 
8.5 8.8 Tel es 7.6 Tall 9-2 
13.5 11.4 1 10.3 9.6 9.1 7.8 
11.5 9.4 4.6 6.3 8.5 8.1 13.1 
18.1 Д.Е т 16.9 14.1 14.0 IZ 
12.1 11.0 9.9 9.6 9.4 9.6 9.9 
6.2 6.0 5.6 5.3 4.9 4.2 3.8 
24.5 19.0 16.8 16.1 16.2 18.9 20.6 
19.7 15.1 11.6 122 16.1 тб. 211 
10.3 10.5 9.5 9.0 9.6 8.2 8.5 
11.4 12.5 eS 9.5 10.3 9.0 8.0 
10.1 11.6 8.9 10.9 1:2 9.5 9.5 
8.5 6.5 4.0 3.0 125 3 1.0 
24.3 26.5 25.3 22.5 15.9 13.7 15.0 
13.7 ИЛ 11.1 10.7 10.4 10.0 10.6 
10.5 10.9 10.2 9.3 8.6 6.5 5.9 
9.7 8.7 78} 6.4 6.1 Dye) 5.0 
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TABLE 1.15 


The contribution of food prices to the total rise in consumer prices 


(Percentages) 


Country 


еее а ВИ С 28.6 
И Bras ci eee a 41.6% 36.7 
ТН д од eae вендора ЕН 20.4 24.0 
а о Ут 24.1 27.9 
ОО 2 ао о eee, 24.3 с 24.8 
Germany, Federal Republicof ...... 22 2253 
Prelancmer se are age ee 32.4 33.5 
У +g saeco 36.0 41.8 
И МОИ оо ее Gee eee ee, 32.2 8 PES) 
NOE WAV Oe nm cle eer et eee ie, 24.1 30.8 
Swede Ре 25.8 а 30.6 
ОРУ am em, ee seen Fy 31 28.4 
ОТ о esas, Gok ne 22.8 а 24.4 
Canada a see sere и 27.0 32.4 
WimnitedeStales au arate eter а fs xy ea 22.4 20.9 


Sources: National statistics; OECD, Main Economic Indicators, Paris. 
а Including beverages. 


> Data for July and August exclude the price movements for fresh fruits, vegetables 
and potatoes. 


between the low ** inflation countries and the high*® 
inflation group became increasingly significant in 1974 and 
remained so until the last quarter of 1975 when the 
difference ceased to be statistically significant. However, 
inter-country differences in inflation rates have widened 
again and in the last quarter the difference between the 
average rates of the two groups was again highly signi- 
ficant (at the one per cent level). The fall in the quarterly 
average rate in the “high” inflation group, which had 
been continuous since the second quarter of 1975, was 
arrested in the summer, and in the fourth quarter of 1976 
was higher than in the first (14.3 per cent and 13.4 per 
cent respectively).** The average rate for the “low” 
inflation group, in contrast, continued to fall throughout 
the year. The reasons for this reversal in the first group 
are various: domestic labour cost pressures were impor- 
tant in Italy, for example, but in the United Kingdom the 
persistent fall in the exchange rate amplified the rise in 
world prices of primary commodities and this was prob- 
ably working through to the consumer price index by 
the last quarter. This illustrates how the process of 
narrowing inter-country differences in inflation rate is 
highly vulnerable to sudden shocks and to crises of con- 
fidence on the foreign exchanges. The harder currency 
countries are naturally better placed to resist such 
influences and this in turn reinforces the polarization of 


54 Austria, Federal Republic of Germany, Netherlands, Norway, 
Sweden and Switzerland. 

55 Belgium, Deumark, France, Finland, Italy, Ireland and the 
United Kingdom. 

56 See text-table on page 2 above. 


30.1 36.0 30.3 26.8 26.4 
53.3 27.3 58.3 46.26 51.3 
24.4 28.6 24.7 19.8 25.2 
27.8 26.0 24.1 30.7 30.2 
26.0 29.2 26.6 24.0 26.3 
27.8 И 28.4 Zoe) 26.6 
29.4 32.3 25.3 28.0 33.0 
40.5 42.6 41.6 40.1 40.3 
36.4 32.2 323 40.2 38.8 
Biles 34.7 35.0 29:3 13 
32.0 339 35.7 30.5 292 
0 0 0 0 0 
27.9 24.9 25.8 27.0 34.2 
9.3 AMIE) 16.3 0 0 
12.1 {7.2 16.4 onl 2.0 


с From August 1976 new index. 
а 1976, varying weights, 


the two groups. Moreover, the policies being imple- 
mented to bring down the rates of inflation in the high 
inflation group may be increasingly resisted by wage 
earners, which in turn may provoke a weakening of the 
exchange rate and a rise in import prices. It is against 
this background that most of the countries in the high 
inflation group have made, or are making, considerable 
efforts to implement various forms of wage restraint in 
1977. 


Prospects for consumer price changes in 1977 will 
largely depend on domestic factors, namely wage and 
productivity movements. There are no strong grounds 
for expecting a sharp rise in commodity prices in general, 
although large increases may occur (or be sustained) in 
a few individual cases. Although profit margins were 
greatly restored in 1976 they are still low by historical 
standards and attempts to improve them further in 1977 
must be expected, particularly if the pace of recovery 
increases. Consumer price indexes will also be affected 
in a number of countries by higher indirect taxes, by 
increases in public service charges and, in some cases, 
by the reduction in food subsidies. After a period in 
which real disposable income has either grown very little 
or has fallen in several countries there has been increasing 
opposition to continued wage restraint. However, various 
types of incomes policy are likely to be more widespread 
in 1977 than in 1976 (mainly in the “high” inflation group 
of countries noted above), and the combination of high 
levels of unemployment will mean, in all probability, 
another year of relatively moderate wage increases. The 
average rate of increase in consumer prices in 1977 for 
the 13 west European countries is expected to be around 


28 Recent economic developments in western Europe 


9 per cent. The rates of increase in Canada and the 
United States are expected to be below this European 
average: some 7 and 5.5 per cent, respectively. These 
expectations imply a slight narrowing of inter-country 
differences, but these will still remain relatively wide and 
the difference between the high and low inflation groups 
(11.9 and 6.2 per cent, respectively) remains large and 
highly significant. 


INCOME-TAX REDUCTIONS AND NOMINAL 
INCOME INCREASES 


It has already been noted that incomes policies of 
various types will be widespread in 1977, particularly in 
those countries with relatively high inflation; many of 
these policies will be renewals of previous ones, but 
several will be new. In the last few years one significant 
innovation in this area of economic policy has been for 
an increasing number of governments to enter directly 
into the collective bargaining process by offering to make 
reductions in income-tax in return for some degree of 
restraint in the increase of money incomes. Such offers 
of tax reductions as an alternative to money wage in- 
creases as a means of raising real disposable income have 
generally been made within the context of traditional 
types of incomes policy (or wage restraint) although of 
course it is not necessary for this to be so. 


If, under a progressive tax system, the real value of 
exemptions and of income brackets are not preserved by 
indexation, then, in the presence of inflation, the preser- 
vation of existing levels of real disposable income requires 
increases in money income which are larger than the rise 
in prices: how much larger depends on the difference 
between the marginal and average tax rates. The more 
progressive the tax system the greater will have to be the 
rise in nominal income to preserve a given level of dis- 
posable income.®? Thus, in the United Kingdom, а 
married man, with two children, earning £3,000 a year 
would have required an increase in money income of 
21 per cent in order to maintain his real disposable 
income against the 1976 inflation rate of 16.5 per cent 
(table 1.16). (The rise in money income could have been 
held at 16.5 per cent if the marginal tax rate had been 
reduced from 35 to about 19 per cent.) In Sweden, a 
similar income earner would require an increase in 
money income some 60 per cent higher than the rise in 
prices (table 1.17). 


The extent to which money income increases must 
exceed the inflation rate—which, for brevity, will be 
called the “‘tax-push factor”—will vary for different 
income brackets. Marginal tax rates tend to be constant 
over a wide range of incomes, and the “‘tax-push factor” 


57 If Y is the percentage change in money income, P the percentage 
change in prices, and MT and AT the marginal and average income- 
tax rates respectively, then to preserve the level of disposable income 
in the face of a given rate of inflation it is necessary, ceteris paribus, 
that 

1 — AT 
ЕР ( 


1— MT 


The change in prices may refer to past or expected rates, but this is 
not important for the discussion here. 


t 
TABLE 1.16 


United Kingdom: Marginal and average tax rates, 1975-1976 
for a married couple with two children not over 11 years 


at теор чет: 


Tax rates 
incon a Me pe eer 100—AT 
(Per cent) 100 —MT 

ро ese a 35.0 0.4 1:58 
И вк 35.0 PEA 1.49 
ети Pontes once 35.0 4.7 1.46 
о eee 35.0 6.5 1.45 
о о а 35.0 8.1 1.42 
И со 35.0 9.5 1.40 
Е ооо 35.0 10.8 1.37 
О 35.0 15.6 1.29 
3. 000.2 рые 35.0 18.9 16725 
4.000; Pe ны 35.0 22.9 1.18 
5 OOO Ts” Sa ea ие 35.6 25.3 1.16 
6000 ae ее Е 43.1 27.0 1.28 
ОЖ 48.1 29.3 1.36 
8000.5. ие. 551 ЭЛ 1.46 
ООО а а 58.1 34.0 1.58 
ОО. eee 65.2 36.5 1.82 
15 00 т 73.6 46.0 2.05 
о ae oo 81.8 52.9 2.59 
30'0007%. sa sae 83.0 62.6 2.20 
о а Е woe: 83.0 70.8 тд 
100.0003 И, 83.0 76.9 1.36 


Source : Basic data from Financial Statement and Budget Report 1975-76, HMSO, 
London, 1975, p. 34. 


а All earned. Includes family allowances. 
> Average earnings in 1975 for full-time men were £3,162. 


с Strictly speaking these агё incremental tax ratios for the income intervals 
shown in the first column, but the progression matches very closely that for the 
actual marginal rates. 


TABLE 1.17 


Sweden: Marginal and average tax rates for married taxpayer 
with two children (one person earning income) 


a 


Tax rates 
| 100 — AT 
Gross income Total tax burden ® Marginal ® Average ————_ 
Kr. Kr. (per cent) 100 —MT 
ee eee 
10 000 —3 600 23.8 —36.0 1.78 
20 000 IU PANS 32 —6.1 1.56 
30 000 1 989 42.2 6.6 1.62 
40 000 6 211 50.8 15S 1:72 
50 000 11 294 62.4 22.6 2.06 
60 000 17 535 64.6 29.2 2.00 
70 000 23 990 74.6 34.3 2.59 
100 000 46 363 46.4 


— 
Source; Ministry of Finance, The Swedish Budget 1977/7. 

(Summary in English), p. 81. iis Steen 
* Total tax less child allowance of 3,600 Kr. 


2 Incremental tax ratios i.e. increase in tax paid on movin 
é cS 9 g up to next bracket, 
e.g. (6,211—1,989)—(40,000 — 30,000) = 42.2 per cent at an income of 30,000 Jxr. 


is relatively high for low income brackets: it falls through 
the income range where the marginal tax rate is constant, 
rises again when the marginal rate increases, and finally 
falls again when the marginal rate hits its ceiling. The 
relevant data for the United Kingdom in 1975-1976 are 
shown in table 1.16 and for Sweden in table 1.17. It is 
clear that both relatively low and relatively high income 
groups need increases in money incomes which are 
considerably larger than the inflation rate in order to 
preserve real after-tax income: someone with around 
half the average income in the United Kingdom and one 
at nearly three times above the average both need a rise 
in money income which is some 50 per cent greater than 
the rise in prices. 


Since increases in money wages tend to raise prices, 
other income groups may respond by similarly defending 
their own levels of real disposable income—this implies 
that a given increase in money wages may induce a 
further price rise which should in turn be allowed for in 
the original demand for higher pre-tax income.** The 
size of this feedback effect will depend on the extent to 
which all the different income groups can successfully 
defend their real incomes—if indexation is wide-spread 
(or if all groups have powerful unions) then the effect 
may be large and the tax-push factor will be correspon- 
dingly increased.®® (It will be increased still further if 
wage groups aim for increases in real disposable incomes 
as opposed to simply maintaining them at given levels.) 


These arithmetic consequences of an attempt to main- 
tain real disposable income under progressive tax systems 
do not constitute an operational model of actual wage 
determination. However, although it is unlikely that the 
“‘tax-push factor” could explain the development of 
wages in individual industrial countries in the last few 
years, the discussion does identify possible sources of 
instability in the system of wage formation given well- 
organized income groups. Moreover it is reasonable to 
assume that wage earners and trade union leaders in 
industrial countries are likely to have become more 
conscious of changes in real disposable income after the 
historically high inflation rates of the last seven or eight 
years. Thus the attempt to defend real incomes against 
marginal tax increases as well as price increases means 
that ‘‘while a progressive tax system operates as a “built-in 
stabilizer’ for demand, it may operate as a ‘built-in 
destabilizer’ for costs, via its effects on the formation of 
wages’’.°° 


58 See Eric Lundberg, Business Cycles and Economic Policy, 
London: Allen and Unwin, 1957. Lundberg’s “‘wage multiplier” is 
equal to 

(a — MT +1 — AT) —K]-' 


where К is the induced or feedback effect. If K = 1 — MT 1 —AT 
the increases in money income, however large, can never compensate 
for the erosion of real income. 

59 There will of course be counteracting factors. A progressive 
tax system with non-indexed rates will give rise to “fiscal drag 
and a fall in demand, thereby reducing the scope for passing on 
higher wages via price increases. 

60 Assar Lindbeck, Business Cycles, Politics and International 
Economic Dependence, Skandinaviska Enskilda Banken Quarterly 
Review, No. 2, 1975, p. 66. 


This potential for an explosive wage spiral to develop 
from attempts to preserve real disposable income thus 
provides a rationale for governments’ attempts to reduce 
the growth of money wages by offering tax reduction as 
a means of maintaining or improving real disposable 
income. Of course government has been a third party to 
wage negotiations in most industrial countries since the 
war, but usually as a hortatory or indicative bystander: 
desirable limits to the increase in wages are stated and the 
parties to the negotiations are urged to observe them. If 
the targets are ignored either the government abandons 
other targets or, if the wage spiral looks as if it will reach 
unacceptable levels, it imposes a wage freeze or some 
other statutory norm. Direct wage controls have not been 
conspicuously successful in reducing inflationary pressure 
in the long run: they have a short-run impact but as soon 
as controls are removed, usually in response to growing 
inequities and protests against the narrowing of occu- 
pational wage differentials, the growth of money wages 
tends to resume its previous trend after an initial burst 
to make up for the period of control. Government offers 
of tax reductions as an incentive to reduce the size of 
money wage claims are thus, effectively, an attempt to 
reduce the pressures of “‘tax-push” inflation while at the 
same time avoiding the rigidities of direct wage controls; 
such policies also enable governments to avoid the 
question of whether or not to introduce inflation indexing 
of tax allowances and brackets." Indexation of income- 
tax liabilities would reduce nominal wage increases 
in so far as the increase required to obtain a given increase 
in post-tax income would be smaller than under a non- 
indexed tax system. However, the effects of indexation 
on the built-in stabilization effects of progressive income- 
tax systems is still a matter of controversy, and in some 
circumstances indexation itself may be de-stabilizing. 
By offering specific tax reductions for lower nominal wage 
increases governments thereby avoid automatic compen- 
sation for price increases and retain flexibility to set 
alternative targets for changes in real incomes in the light 
of the over-all economic situation.™ 


In practice most governments which have used, or 
are using, this policy of trading tax cuts for lower wage 
increases have propounded it in only very general terms 
and, with the exception of Norway, have avoided a com- 
mitment to numerical targets for the growth of real dis- 
posable income. In Sweden in 1975 and 1976 tax reduc- 
tions were made in order to persuade the unions to 
accept moderate wage increases. A similar approach is 
being followed in the current budgetary period, with 
income-tax relief and increases in children’s allowances 
incorporated in the 1977-1978 Budget in an effort to 


81 [п Belgium the Government has proposed with respect to next 
year’s tax collection on 1976 income, that tax liability on personal 
incomes up to BF 250,000 should be fully adjusted for the effects of 
inflation and partially adjusted for incomes between BF 250,000 
and BF 500,000. Other industrial countries where indexation of 
tax liability has been introduced are Canada, the Netherlands, 
Iceland and Denmark. 

62 For a discussion of these and related issues see R. G. Allen 
and О. Savage, “Inflation and the Personal Income Tax’’, National 
Institute Economic Review, No. 70, London, November 1974, and 
OECD, The Adjustment of Personal Income Tax Systems for Infla- 
tion, Paris 1976. 
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smooth the way for a moderate wage settlement. In the 
United Kingdom, in contrast, the Chancellor incorpo- 
rated £1,300 million of tax reductions in his April 1976 
Budget, £990 million of which were conditional on the 
trade unions voting for another year of wage restraint 
in the following June. For the 1977/78 fiscal year the 
Chancellor has again stated that an “essential condition 
for the necessary reductions in income-tax [in the April 
1977 Budget] will be the conclusion of a satisfactory 
agreement on pay policy for the next round which begins 
in August [1977]”. In return for the unions’ agreement 
to the draft terms of a new national pay agreement, which 
is relatively modest in comparison with recent years 
(a three months’ pay pause followed by increases of £4 
to £8.26 a week), the Government of Jreland has an- 
nounced an income-tax cut of £50 million in its current 
budget. As part of the general wages settlement in 
February 1976, the Government of Finland promised to 
reduce personal income tax rates in line with the esti- 
mated rise in the price level over the agreement period. 
For 1977 the Government proposes that both tax rates 
and allowable reductions be changed to offset the course 
of price movements. How far this will in fact be possible 
is uncertain: current policy is largely determined by 
attempts to reduce the current account deficit which 
entails demand-restraining policies. 


The most explicit and detailed incomes policy incor- 
porating a trade-off between income-tax cuts and in- 
creases in money wages is that adopted by the Govern- 
ment of Norway. Such a trade-off is not new: in Sep- 
tember 1975, for example, tax cuts were made in return 
for the unions accepting less than the full compensation 
to which they were entitled under existing price-indexation 
arrangements. But the first “‘Co-ordinated Incomes 
Policy’, covering the period April 1976 to April 1978, 
contains explicit targets for real income growth as well 
as for the rise in consumer prices—the Government has 
provided for an emergency fund for additional food 
subsidies should the rise in prices be greater than ex- 
pected. Although the agreement was reached with the 
major interest groups, the Government’s package of tax 
cuts and other measures (increased family allowances and 
reduction of employers’ contributions to social security 
fund, for example) is conditional on all income groups 
falling into line with the main settlement. A significant 
feature of this settlement is the abandonment of automatic 
or index-related increases in the second year of the agree- 
ment: instead there will be further negotiations in the 
light of the prevailing economic situation. This settlement 
also places limits on increases in profits in industries 
sheltered from foreign competition, provides for above- 
average income rises for farmers and the low-paid, and 
also incorporates a target for wage drift. 


The policy of trying to reduce inflationary pressures by 
governmental offers of income-tax cuts for union wage 
restraint can thus be seen to cover a wide range of com- 
mitment on the part of the Government. Whether this 
type of policy is likely to continue in the countries that 
have already adopted it or to spread to those that have 
not is uncertain: it will depend not only on how far such 
policies are likely to compromise the use of fiscal policy 
as an instrument for controlling aggregate demand (and 


whether governments are prepared to allow this) but 
also on the willingness of individual trade unions to give 
up part of what has always been viewed as their main 
task, namely, to secure the greatest possible improvement 
in the incomes of their members. 


(iv) Foreign trade 


The first part of this section outlines the main devel- 
opments in the foreign trade of the industrial west 
European countries in 1976.% A considerably more 
detailed description of developments up to the autumn 
of last year can be found in the recent trade Bulletin.™ 
In view of the significant widening of several west Euro- 
pean countries’ trade deficits in 1976 and the continued 
imbalances in the structure of trade among the industrial 
countries, the subsequent part of this section is devoted to 
a brief examination of trade balances since the oil price 
increase three years ago. 


DEVELOPMENTS IN 1976 


Western Europe’s imports rose sharply towards the 
end of 1975, following the marked contraction during the 
earlier part of the year. Import volume continued at a 
relatively high level during the first three quarters of 
1976. In this period it was some 13 per cent higher than 
in the corresponding period of 1975 and also some 4-5 per 
cent above the level in the first three quarters of 1974. 
This revival in western Europe’s import demand reflected 
fairly closely the recovery in the region’s economy and, 
in particular, the turn-round from substantial de-stocking 
in 1975 to re-stocking in 1976. The underlying trend in 
recent months is more than usually uncertain. However, 
there seems to have been a tendency for imports to slow 
down in the autumn, but with some signs of a pick-up 
since then. The pattern was somewhat distorted by the 
increased imports of oil towards the end of 1976, ahead 
of the price rise. 


All the west European countries except Finland appear 
to have increased their import volume in 1976. The 
decline for Finland, by perhaps as much as 7 per cent, 
was associated with the contraction of domestic demand, 
especially of fixed investment. On the basis of develop- 
ments in the first nine months of the year, imports rose 
particularly fast for Austria, Denmark, the Federal 
Republic of Germany, Ireland, Italy and, possibly, 
France (10 per cent or more compared with the same 
period of the previous year). Import growth seems to 
have affected most types of goods, although capital goods 
were generally relatively sluggish, as would be expected. 
Trade in cars increased especially fast, reflecting the 
record sales in several countries last year. The industrial 
countries’ imports of oil are estimated to have risen by 


about |] per cent in 1976, following two years of 
declining volume. 


63 As in the previous three sections “industrial western Europe” 
covers the EEC, Austria, Finland, Norway, Sweden and Switzer- 
land. The foreign trade of the south European countries is dealt 
with in section 3 (ii) below. 


81 Economic Bulletin for Europe, vol. 28, chapter 1. 
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_ For most west European countries the elasticity of 
import growth with respect to GNP growth in 1976 
seems to have been significantly higher than the longer- 
term average. To a considerable extent, this relatively 
fast expansion of imports was the counterpart of the 
sharp fall in imports in the previous year (the Federal 
Republic of Germany being a notable exception), when 
the declines had been surprisingly large in relation to the 
declines in GNP. But import growth was generally not 
expected to rebound quickly, partly because foreign 
trade had expanded very rapidly during the 1972-1973 
cyclical upturn and partly because the level of under- 
utilized capacity was thought to be fairly high in most 
countries. Import growth in western Europe may now 
revert to its more normal relationship to domestic growth 
for a time. However, very wide short-term swings can 
_ occur in this relationship for individual countries. 


Import volume also expanded fast for Japan and the 
United States in 1976. But it has been suggested that for 
both countries, in contrast to the situation in western 
Europe, imports in the first half of the year still appeared 
to be low relative to domestic activity.*® Nevertheless, 
for the United States the rate of increase may have 
decelerated somewhat during the year. But for Japan, 
most of the growth seems to have occurred in the second 
half of the year. 


Towards the end of 1975 western Europe’s exports also 
began to recover from the sharp fall earlier in the year. 
This higher level was maintained during the first nine 
months of 1976 but, as with imports, some slowdown 
may have taken place later in the year. The region’s 
volume of exports rose by some 11 per cent between the 
first three quarters of 1975 and 1976, a slightly lower rate 
than for imports (13 per cent). Every west European 
country seems likely to have increased its export volume 
in 1976. The relatively largest increases, on the basis of 
the first three quarters’ figures, were for Austria, Belgium, 
Finland, the Federal Republic of Germany, Italy, the 
Netherlands and Norway (excluding ships). 


Japan recorded an increase of 26 per cent in this period, 
indicating a significant increase in its share of world trade, 
but most of the growth appears to have occurred in the 
earlier part of the year. By contrast, United States 
export volume grew at the comparatively modest rate of 
5 per cent, but with some acceleration during the year. 
The improvement in the real foreign balance made a 
major contribution to Japan’s growth in 1976, whereas 
the foreign balance had a negative impact on United 
States growth. 

The growth of imports and exports was reasonably 
balanced for the majority of west European countries 
last year, so that the foreign balance had little effect on 
growth. The principal exceptions were France, Denmark 
and Ireland, where the real foreign balances deteriorated 
with a resultant adverse impact on output growth, and 
Finland where there was a marked positive influence due 
to the combination of a fast expansion of exports and a 
decline of imports. 


65 See Economic Survey of Europe in 1975, chapter 1. 
66 See OECD, Economic Outlook, No. 2. р. 60. 


International trade prices, in terms of US dollars, were 
rising in 1976. In the first half of the year, world export 
prices were still some 3 per cent below the level of a year 
earlier, according to the UN index, but prices have risen 
in each quarter since the final quarter of 1975.57 In recent 
months the rate of increase may have accelerated, fol- 
lowing the sharp upturn in some commodity prices. 


The reversal in 1976 of the previous marked deceler- 
ation of foreign trade prices is brought out in table 1.18. 
For almost all the industrial countries, import unit values 
(in terms of US dollars) reached their lowest point in the 
third or fourth quarter of 1975. The rises during the first 
three quarters of 1976 were moderate in comparison with 
developments during the previous three or four years: by 
the third quarter most countries’ indices were showing 
rises of 4-6 per cent over a year earlier.** In terms of 
national currencies the rates of increase tended to be 
bigger, reflecting the substantial depreciation of certain 
European currencies against the dollar during this period. 
This applied in particular to Ireland, Italy and the United 
Kingdom, where the increases in import average values 
between the third quarters of 1975 and 1976 were 19, 
32 and 24 per cent respectively. 


Commodity price movements remained volatile over 
the past year. A major factor was the continuing un- 
certainties, and occasional sharp changes, in the foreign 
exchange markets, particularly the declines in sterling. 
However, the underlying movement of the over-all level 
of commodity market prices over the year was upward. 
A significant acceleration appears to have occurred in 
January, and probably continued into February of this 
year. The development over the past three years of the 
UN index of world exports prices, in terms of US dollars, 
has been as follows (1970 = 100): 


Primary commodities Primary 
commodities 


Agricultural — Non-ferrous and non-ferrous 


Total non-food metals metals 
1974 
Ole see: es 232 160 284 
One Py geo 304 229) 183 288 
OB ere 309 221 142 287 
о 320 PHO) 126 294 
1975 
ОЕ - 312 201 124 287 
р ta 89 28 299 198 121 275 
Saar att yo rat 295 196 118 271 
One es 301 191 116 276 
1976 
CONS re ze 306 202 120 281 
PI Ia of 309 211 135 286 
(OE seh Hoa Е Зе 225 141 290 
©. 318 236 133 293 
1977 
а ое я 340 244 146 314 
Sources: United Nations, Monthly Bulletin of Statistics, December 1976. Fourth 


quarter 1976 and January 1977 figures are projections by the United Kingdom 
Department of Industry and, together with the last column, are published in the 
United Kingdom’s Trade and Industry, 18 February 1977. 


67 UN, Monthly Bulletin of Statistics, January 1977, special 
table B. 

68 Annual rates of increase in world export unit values (in US 
dollars) had been 24 per cent in 1973 and 41 per cent in 1974. 
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TABLE 1.18 


Import prices 
(Percentage changes from corresponding period of previous year) 


A = Change in indices in terms of national currencies. 
B = Change in indices expressed in US dollars. 


1975 
Country 1973 1974 1975 01 02 03 04 01 02 93 

Е к Е ее пе Пони М а. 2 с eee ИБ epeekee НИИ 
Austria 

о м 4 19 4 3 3 3 —5 р —1 я 

р сы sa, gs, et СИИ 23 25 10 728 19 W —3 —8 —9 2 
Belgium-Luxembourg 

Ae Te eee TRA Te ey ee ВМ 8 31 3 10 —1 -- 2 6 9 9 

а rg, ST Vora te 22 Bil 9 30 7 —2 —5 —3 6 
Denmark 

Jac ny О Oe Oe к. 11 35 5 10 5 1 7 5 5 8 

Be et eh ok of ye 28 36 10 28 15 —1 —5 —5 4 
Finland 

Stes eae Ge a ie aes emcee tee ene Ae 11 43 9 18 9 й 5 3 5 6 

ВИ cee аи 21 46 11 32 13 6 0 —6 —5 5 
France 

JO em corse ра ан 1 8 By 9 14 —2 —6 —7 —2 6 

я Oi 0A ee neler! gee | Dp 36 10 32 16 1 —2 —7 —8 
Germany, Federal Republic of 

Ia ov ie a ор ee Ee ee 7 25 0 я —1 —2 1 3 4 5 

BPR Ne оо о ИЕ М 27 29 5) 20 6 —1 —2 —6 —4 7 
Treland 

и о ee 13 46 ni 24 18 13 10 10 13 19 

Be es Seal aE a 11 39 12 31 15 2 —4 —8 —13 —1 
Пай? 

о ee ae тк а 28 73 6 23 5 —1 0 6 30 32 

а о О ed ee Oe 28 55 6 5) Я —2 —3 —12 —3 5 
Netherlands 

о een ee 7 40 14 2 1 4 8 9 

12) ny аи оон ИН 24 43 11 33 12 2 —1 —6 a5 7 
Norway 

ке oa о И 26 6 10 8 1 4 7 5 14 

Pein oe ree OE В ВЮ 21 31 13 OT, 18 2 2 —3 —6 11 
Sweden 

ern Meroe ОАФ СОА а 13 36 5 13 4 1 2 of oe 

a ae ee eS oe 23 34 13 33 20 5 0 —6 —3 
Switzerland 

ro eo ae ee tae 7 19 —4 2 —2 —7 —6 —5 —8 —5 

В Ee. cent. Pals 29 28 11 29 15 4 —2 —8 —6 я) 
United Kingdom 

АА. И № 52 12 21 10 10 12 13 21 24 

о НЫ 24 45 6 27 6 —1 —2 —6 —6 4 


Sources: IMF, International Financial Statistics, Washington, April 1976 Ji 1 е isti 
Foreign Trade, Paris, January 1976, April 1976, June 1976, October 1976, January 1977, ge oe uae А - a 
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This index (based on 1970 world trade weights) shows 
a 6 per cent rise between the fourth quarters of 1975 and 
1976, and an annual rate of increase between the two 
years of 3-4 per cent. These are substantially lower rates 
of increase than are given by some other commodity price 
indices.*° The OECD shows increases in the index of spot 
prices (in terms of dollars) of non-oil primary commodities 
of 8.5 per cent between 1975 and 1976 and of some 17 per 
cent between the second halves of these years; the cor- 
responding increases in unit values are 2.5 and 7.5 per 
cent.’° Thus as usual, changes in commodity market 
prices overstate considerably the impact on foreign trade 
unit values. This should be borne in mind in reading the 
following paragraphs which, for lack of comparable data 
on unit values, discuss the principal changes in com- 
modity market prices. 


Prices of industrial raw materials tended to reflect fairly 
closely the pattern of world industrial development, most 
prices rising in the earlier part of 1976 but subsequently 
flattening out or falling somewhat, with some further rises 
in recent months. The strength of the upturn in prices 
during the first half of 1976 was surprising, given the 
high level of stocks overhanging most markets. A major 
factor in the price increases for non-ferrous metals would 
seem to have been the attempt by North American 
producers to restore profit margins as demand recovered. 
Another development may have been the shift that 
appears to have taken place in the pattern of stock- 
holding, with a substantial portion of stocks now being 
held for non-trade purposes.” The price of copper was 
also affected in the early part of the year by disruptions to 
supplies from Zambia and Zaire. 


With the slowdown in world industrial production in 
the middle of 1976, producers were unable to maintain 
the higher prices. For tin, however, the weakening of 
price was short-lived and the price has since moved up 
very strongly. Production last year is estimated to have 
been some 20,000 tons below demand and the Пиег- 
national Tin Council’s buffer stocks were exhausted in 
January of this year. The possibility that 30,000 tons 
might be released from the United States Government’s 
strategic stockpile tended to restrain the price rise for a 
time, but the expectation now appears to be that even 
if Congress authorized this action it would take some 
time before these additional supplies became available 
to relieve the present world shortage. The price of tin 
could therefore remain high for some time, particularly 
since the future of the International Tin Agreement is 
uncertain, Bolivia having so far refused to ratify the new 
pact that came into force provisionally on 1 January 1977 
for six months. 

The price of lead also rose steeply in the first two 
months of 1977. Demand is estimated to have exceeded 
production in 1976 by some 60,000 tons and a further, 
but smaller, deficit might occur this year.” In addition, 


69 The Economist dollar index of commodity prices increased by 
one-third during 1976. The comparable sterling index, reflecting 
the depreciation of sterling, rose by 60 per cent. 

70 OECD, Economic Outlook, No. 20, table 47. 

71 See Economic Bulletin for Europe, vol. 28, р. 38. 

72 See The Financial Times, 18 January 1977. 


demand from eastern Europe has recently increased 
significantly. Prices of agricultural raw materials have 
been rising throughout the year. By the last quarter of 
1976, the index for this group of commodities was 24 per 
cent higher than a year earlier. 


The most striking price increases have been those of 
coffee and cocoa. The dollar prices of cocoa and of all 
types of coffee more than doubled during 1976 (and have 
continued to rise sharply since), while for robustas the 
price almost tripled. As coffee has a large weight in 
commodity price indices this had a significant impact on 
recent changes. The upsurge in coffee prices is largely a 
consequence of the July 1975 frost in Brazil (which 
destroyed the equivalent of nearly 35 per cent of the 
world’s exportable supplies for the 1976-1977 season), 
although the situation has been aggravated by difficulties 
in other coffee-producing countries. Even with no further 
climatic disasters the Brazilian crop cannot return to its 
pre-July 1975 level before 1979. Thus there is little like- 
lihood of a major downward adjustment in coffee prices 
for some time, though the sudden and sharp price fall in 
January (quickly reversed) following the threat of a 
consumer boycott in the United States indicates that the 
market may remain highly volatile. For cocoa, the price 
rise is also the consequence of a supply shortfall, again 
with little likelihood of any significant improvement in 
the near future. 


In marked contrast to these price increases for tropical 
beverages, prices of most major temperate-zone com- 
modities have been stable or falling since last summer, 
reflecting the improved world food situation in 1976. 
The FAO estimates that world cereal production in 1976 
increased by 8 per cent. Apart from western Europe, 
affected by drought, all the world’s major producing 
areas recorded bigger harvests. For the first time in three 
years total carry-over stocks of cereals were increased and 
the present prospects are for some further additions to 
these stocks in the 1976-1977 season. The FAO also 
reports some recovery in world fish catches, which had 
been declining in recent years. World sugar production 
is expected to rise substantially in 1976-1977. In view of 
the role played by increases in the prices of certain key 
foodstuffs in the acceleration of price inflation in the 
early 1970s, the improvement in the world food situation 
in 1976 is of considerable significance Го: price develop- 
ments over the next year or so. 


In October 1975 OPEC agreed to freeze the price of oi! 
until the end of 1976. The dollar price was therefore 
stable throughout 1976, though the average level was 
higher than in 1975. The failure of the OPEC meeting 
in December 1976 to agree on a uniform price increase 
has introduced a major element of uncertainty into the 
international trade and payments situation. Saudi 
Arabia and the United Arab Emirates decided to raise 
their oil prices by 5 per cent while the other OPEC 
members agreed on a 10 per cent increase from the begin- 
ning of 1977 with a further 5 per cent in July. There is 
thus at present a two-tier system of oil prices, with the 
possibility of a widening between the two price levels in 
July. Initially, world crude oil prices were reported to 
be settling at some 8 per cent above the previous 
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level.?? In early March the situation still remained con- 
fused, but it would seem unlikely that this unstable 
position can continue for long. 


Western Europe’s export prices were also rising during 
1976. But the rates of increase were moderate: in the 
2-4 per cent range (in terms of dollars) for most coun- 
tries. These increases—which were again generally 
higher in terms of national currencies—reflected the 
continuing price inflation in the region and the upturn in 
world demand. 


With the slightly bigger rise of import than of export 
prices, western Europe’s terms of trade worsened some- 
what in 1976. Only for Finland and Italy does this 
development appear to have had a significant effect on the 
trade balance. By contrast, for Switzerland and Ireland, 
the terms of trade improved, at least in the first three 
quarters of 1976. For Switzerland, this seems to have 
been attributable to the appreciation of the currency, 
while for Ireland the dollar price of imports appears to 
have fallen slightly, and rather surprisingly. 


The deterioration in western Europe’s terms of trade 
in 1976, together with the slightly faster expansion of 
import than of export volume, resulted in an increase of 
the region’s aggregate trade deficit. In the first three 
quarters of the year the crude trade balance amounted to 
$17.5 billion, compared with $9.2 billion in the same 
period of 1975. The deficit with North America was 
reduced marginally, but the balances with all the other 
main regions and groupings worsened significantly (see 
table 1.19). 


73 Wall Street Journal, 5 January 1977. 
74 Бее IMF, International Financial Statistics, February 1977. 


The dollar value of western Europe’s imports from all 
of these areas rose in this period. Given the decline in 
dollar unit values, the volume of imports almost certainly 
increased, too. The most notable growth, a rise of 28 per 
cent, occurred in imports from the Soviet Union. Most 
western countries’ imports were higher, with particularly 
big increases for the Federal Republic of Germany, Italy, 
the Netherlands, Switzerland and the United Kingdom. 
Western imports of Soviet oil are reported to have risen 
by 44 per cent to 55-56 million tons in the year as a whole. 
The lowest rate of growth was for imports from North 
America, the rise being only 5 per cent. 


On the export side, western Europe recorded increases 
in the 5-10 per cent range in trade with North America, 
Japan and China (increases in dollar values between the 
first three quarters of 1975 and 1976). As in the two 
previous years, the highest growth rate was for exports to 
the oil-exporting countries. Nevertheless the 11 per cent 
increase (in terms of value and probably roughly the same 
rate in volume terms) represented a marked slowdown 
from the rates of expansion in 1974 and 1975, when the 
volume is estimated to have increased by around 40 per 
cent a year. This deceleration, however, could be tem- 
porary, although the OPEC market will probably not 
return to quite such hectic expansion as in the immediate 
post-oil price rise period. 

Western Europe’s exports to the Soviet Union and 
eastern Europe were down in value in the first nine months 
of 1976, following some years of exceptionally fast growth. 
As western imports from these countries increased, the 
trade balance swung sharply against western Europe: 
from a surplus with the Soviet Union of $1 billion in the 
first three quarters of 1975 to a $0.7 billion deficit in the 
first three quarters of 1976. 


TABLE 1.19 


Industrial western Europe’s irade by area of origin and destination, 
January-September 1976 


м®змрпБлБЪъУ о 


Imports Exports 
Ale f.o.b. 
Country or area of origin —_ 


for imports and destination (Billion current 


Change in 


trade balance 
Percentage change in from 
dollar value from Trade January- 
balance September 1975 


January-September 1975 


(Billion current 


for exports US dollars) Imports Exports US dollars) 
Industrial Western Europe. 172.8 72: 10 12 —0.1 2.8 
Southern Europe. ... . Uf В | 12 —2 5}. —1.1 
Rest of the world 
INortheAimerica eee 26.1 № 5 9 —8.4 0.1 
Soviet Union ..... 6.4 5.7 28 —6 —0.7 —1.7 
Eastern Europe. .... 6.0 7.9 8 —4 во —0.7 
ара aes eres Le : 6.6 2 15 6 —3.9 —0.7 
Australia, New Zealand 
and South Africa. . . 55 5.8 11 —9 0.3 —1.1 
Chinas ta, pee ee 0.8 ites! 12 9 0.5 0 
Non-oil developing coun- 
tries et he 24.2 24.2 13 —4 0 —3.7 
Oil exporting countries @ 36.0 20.5 13 11 —15.5 —2.0 
World (including unspecified) 293.9 276.4 10 8 — 17.5 8.3 


Source: IMF, Direction of Trade, Washington, December 1976, January 1977. 
< Algeria, Indonesia, Iran, Iraq, Kuwait, Libya, Nigeria, Oman, Qatar, Saudi Arabia, United Arab Emirates 


Venezuela, 


Developments IGS 


Exports to southern Europe were also marginally lower 
in value, while exports to the group Australia, New 

aland and South Africa were down by 9 per cent 
(attributable in large part to a big reduction in United 
Kingdom exports). The most significant fall was in 
exports to the non-oil developing countries. This is still 
the largest market for western Europe so that the 4 per 
cent decline had a considerable impact on the total value 
of the region’s exports. The fall was expecially marked 
for Italy. The non-oil developing countries provided a 
notable growth area for the industrialized countries’ 
exports in 1974 and 1975. But the deterioration in their 
external position in this period—as a consequence of the 
sharp worsening of their terms of trade as well as of 
unfavourable developments in the volume of trade— 
resulted in a number of countries cutting back on imports 
last year. However, the current account position of this 
group of countries has recently been improving, partly 
through higher commodity prices and also, for a number 
of countries, as a result of improved harvests. 


Intra-west European trade recovered quite sharply in 
the first nine months of 1976, with an increase of 10-12 
per cent in value over the same period of 1975. Most 
trade flows within the region rose in value. The principal 
exceptions were Finland’s and Sweden’s imports from 
western Europe, both of which fell steeply (by 11 and 5 
per cent, respectively), and Irish exports, which de- 
creased by 3 per cent, due to reduced exports to the 
United Kingdom. 


Trade values for the west European countries in 
January-September 1976, and rates of change from the 
previous year, are given in table 1.20. Of the six coun- 
tries shown as improving their trade balances in 1976, 


Finland, Sweden, Switzerland and the United Kingdom 
had exceptionally low growth rates and consequently very 
low or negative import growth (Switzerland also gained, 
via an appreciating exchange rate, from a relatively large 
increase in export prices and improved terms of trade, 
as noted above). Together with most other west Euro- 
pean countries, these countries benefited in the earlier 
part of the year from the strong expansion of the Federal 
Republic of Germany’s imports. 


For Austria, Belgium, Ireland, and especially for 
Denmark, France and Italy, the trade deficits rose sharply. 
Apart from France, where the effects of the summer 
drought are estimated to have added some $3/4 billion 
to the deficit,” these unfavourable developments do not 
appear to have been attributable to any significant 
extent to special factors. Nor were growth rates in these 
countries particularly high, especially when considered in 
conjunction with the declines in 1975. Moreover, for 
several of the west European deficit countries, little if any 
improvement seems likely this year. At the other extreme, 
the three countries with positive trade balances in 1976 
(the Federal Republic of Germany, the Netherlands 7° 
and Switzerland) could well increase their surpluses this 
year. Thus the large imbalances in the structure of trade 
among the industrial countries show little sign of dimin- 
ishing. The reduction in some of the deficits in 1975 now 
appears to have been temporary and to have been related 
largely to the recession. Since the magnitude of the 


75 Through lower agricultural exports and higher energy imports. 
See OECD, Economic Outlook, No. 20, December 1976, p. 66. 

76 The final figures are not yet available for the Netherlands, but 
it would appear to have been either broadly in balance or in 
surplus. 


TABLE 1.20 


Total trade of industrial west European countries, January-September 1976 


Imports Exports 
Cite f.o.b. 
Country (Million current US dollars) 

Austria 8 163 6 026 
Belgium-Luxembourg . 25 360 23573 
Denmark 8 940 6 609 
Finland . 5 205 4 400 
France. a.) 46 688 41 866 
Germany, Federal 

Republic of 63 457 73 147 
Ireland 3 086 2 359 
Italy. у 30 932 26 312 
Netherlands 28 737 28 511 
Norway . 7 828 5 728 
Sweden 13 467 13 364 
Switzerland 10 603 10 537 
United Kingdom . 41 430 34 200 
Total industrial western 

Europe 293 896 276 432 


Change in trade 
Percentage change in balance from 
dollar value from 


January-September 1975 


Trade 
balance 


January- 
September 1975 


Imports Exports (Million current US dollars) 
16 8 —2 137 —697 
13 10 —1987 —751 
21 Ч —2 331 =1 297 

—9 И —805 = 964 
tig 6 —4 822 -4 549 
15 9 9 690 —1 942 
10 3 —727 —208 
12 4 —4 620 —2 483 

9 10 —226 97 

7 19 -2 100 405 
—2 3 —103 648 
5 И — 66 588 

3 5 —7 230 640 
10 8 —17 464 -8 305 


nnn EEE 
ER 


Source: IMF, Direction of Trade, Washington, December 1976, January 1977. 
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deficits, and to some extent the pattern of the imbalances 
are a reflection of the “‘oil deficits” — that is the counter- 
part of OPEC’s trade surplus with the rest of the world— 
the following section examines very briefly the evolution 
of this surplus as it has affected the industrial countries. 


THE OIL DEFICITS 1974-1976 


OPEC’s current account 77 surplus has gone through 
three quite distinct phases since the 1973 price rise. From 
an annual average surplus of $3.5 billion in 1971-1973 
it leapt to $67-68 billion in 1974, declined sharply to 
around $35 billion in 1975 and then rose again, though 
this time fairly moderately, to some $40 billion in 1976. 
The enormous expansion of the surplus in 1974 was of 
course the consequence of the price increase at the end 
of 1973, the average price of OPEC’s crude oil exports 
rising from about $20 per ton in 1973 to $77 in 1974. 
The dominant factor behind the $30 billion reduction in 
1975 was the extremely rapid growth in OPEC imports, 
The latter are estimated to have increased in volume terms 
by about 40 per cent in 1974 and 44 per cent in 1975, 
showing a much higher absorptive capacity on the part 
of the oil-exporting countries than had been expected in 
the immediate aftermath of the oil price rise. In current 
values the rates of increase were considerably higher, 
OPEC’s imports of goods and services rising by $34 bil- 
lion, or 64 per cent, between 1974 and 1975. It was this 
increase, coupled with the near stability in OPEC oil 
revenues in this period, that resulted in the surprisingly 
sharp reduction in OPEC’s current surplus in 1975. 


Other influences on the OPEC current account surplus 
(the recession, oil conservation measures and unusually 
mild weather in the industrial countries) have been less 
important. Since it is highly unlikely that the two major 
influences listed above will recur in the foreseeable future, 
the OPEC surplus seems unlikely to go through the same 
wild fluctuations again during the next few years. A 
recent study containing projections of energy needs and 
supplies for the next 15 years indicates a probable 
increase in OPEC’s volume of exports between 1974 and 
1980 and, in the absence of major changes in present 
energy policies, a further increase to 1985.7 OPEC seems 
fairly certain to run a sizeable current account surplus for 
several years to come.”? The immediate prospects would 
seem to be for some modest reduction in the surplus. 
But much will depend on the effective price increase this 
year (which, as mentioned above, appears at present to 
amount to 7-8 per cent in dollar terms).®° 


™ The current account in this section is defined as goods, 
services and private transfers. 


78 OECD, World Energy Outlook, Paris 1977. 


7°An important influence will be the distribution of output 
within OPEC, the absorptive capacity of Saudi Arabia, Kuwait and 
the Gulf States being considerably less than that of the other OPEC 
members. 


80 OPEC’s current surplus could increase by close to $1 billion 
for every percentage point increase in the price of oil, allowing for 
some additional OPEC imports due to higher revenues but not for 
any consequential effects on OPEC’s import prices: See OECD, 
Economic Outlook, No. 20, December 1976, p. 67. 


In view of the above, increasing attention is being 
given to the distribution among the oil-importing coun- 
tries of the current account deficit that is the counter- 
part of the OPEC surplus. This deficit can only be 
apportioned among the major groups of countries in a 
very rough way. The most authoritative estimates are 
as follows: 


Summary of payments balances on current account @ 


Un billion US dollars) 


a ee a ee =. 
1976 


1973 1974 1975 (projections) ” 
I a ЕЕ РЕКЕ + 
Majonioulexportctsa my nicer 6 67 35 40 
Industrial countries ...... 12 —10 19 3 
Non-oil primary producing 
countries 
More developed. ..... 1 —14 —14 —10 
Ressidevelopedas. «ae —10 —29 —37 —32 


TOTAL © 9 14 3 — 


Source : IMF, Finance and Development, volume 13, Мо. 4, December 1976, р. 45. 
а Goods, services and private transfers. 


5 The 1976 projections are subject to considerable uncertainty and should be 
viewed as rough orders of magnitude. 


с Reflects balances covered here with non-reporting countries plus (quantitatively 
more important) statistical errors and asymmetries. 


The country coverage in the above table is: “Industrial 
countries”—United States, Canada, Japan, EEC (less 
Ireland), Austria, Norway, Sweden and Switzerland; 
“more developed primary producing countries” —Ireland, 
Finland, southern Europe, Romania, Australia, New 
Zealand and South Africa; ‘“‘less developed primary pro- 
ducing countries”—the non-oil developing countries. 


The table shows that all three groups of oil importing 
countries moved into heavy deficit on current account in 
1974. The following year the industrial countries swung 
back into surplus, largely through a reduction in their 
deficit with OPEC but also through an improvement in 
their balance with the non-oil developing countries.*? In 
1976, the industrial countries’ imports recovered quite 
strongly. Consequently the current account surplus fell 
steeply, to the benefit of all three of the other groups of 
countries shown above. 


The present pattern of current balances does not appear 
to be sustainable for long. Both groups of primary pro- 


81 The figures for 1973-1975 were first published in August 1976 


‘in IMF, Annual Report 1976, Washington. 


ais Of the improvement of approximately $30 billion in the indus- 
trial countries’ trade balance, roughly two-thirds was attributable 
to trade with OPEC (mainly through an improvement in the real 
balance) and the other third to trade with non-oil developing 
countries (largely through a favourable swing in the terms of trade). 
See OECD, Economic Outlook, No. 20, table 21. 
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ducing countries are in heavy and mounting deficit. The 
cumulative deficit of the “тоге developed” primary 
producers over the past three years amounts to close 
to $40 billion while that of the “less developed” is in the 
region of $100 billion. Although there has so far been 
surprisingly little difficulty in financing these deficits, 
there is a diminishing likelihood that deficits on the scale 
of the past three years can continue to be financed. 


The main concern here, however, is with the imbalances 
among the industrial countries (the existence of which is 
likely to hinder any attempt to solve the problems of the 
non-oil developing countries). These imbalances naturally 
reflect other influences as well as the oil deficit. The 
impact of the OPEC surplus on an individual oil- 
importing country’s current account cannot in fact be 
separated from these other influences—nor is there much 
point in trying to do so since there is little meaning or 
significance in a country’s “‘oil deficit”. But the OPEC 
current surplus imposed a current deficit on the rest of 
the world and this also affected the prevailing pattern of 
current balances of the oil importing countries. In view 
of the size and suddenness of these shifts in trade balances, 
initially the principal requirement was to finance the 
deficits. But the emphasis has now shifted to the need 
to adjust to the continuing OPEC surplus. The evolution 
of the industrial countries’ external balances is examined 
below. 


The industrial countries’ crude trade balances since 
1970 are shown in table 1.21.88 As a measure of external 
imbalance, changes in current or basic balances, would 
have been more relevant. However, although for some 
countries changes in invisible balances have been sub- 
stantial, the major changes in current balances in recent 
years have been attributable largely to changes in mer- 
chandise trade. 


Table 1.21 shows that most west European countries’ 
trade deficits rose in 1973. For Italy, Denmark and the 
United Kingdom, the deficits rose sharply. The Federal 
Republic of Germany’s surplus, by contrast, doubled to 
almost $13 billion, while Sweden also had an exception- 
ally large positive balance. There were thus some signi- 
ficant imbalances in western Europe’s trade accounts 
before the oil price rise at the end of 1973. Two major 
influences behind these imbalances were differences in 
cyclical phasing for some countries and the boom in non- 
oil commodity prices. The effects of the oil price rise were 
therefore superimposed on a pattern of trade balances 
already requiring some adjustments. 


83 Jreland and Finland are included with the industrial countries 
in table 1.21, whereas in the above text table they are grouped with 
the more developed primary producers. Canada, however, which is 
included with the industrial countries in the text table has been 
excluded from table 1.20 as it is a net exporter of oil, although on 
a relatively small scale. 


TABLE 1.21 


Industrial countries: crude trade balances < 


(Million current US dollars) 


ee ——— 


January-September 


1970 1971 1972 1973 1974 1975 1975 1976 
Е И lea aD reine wee eRe ee re ee 
Austria if. 691 —1021 —1329 .—1828 —1862 —1874 —1440 —2137 
Bakes a inca 186  —176 661 e715 1553—1837 1236 —1987 
ea 040 S908 642 45 29 197 —1034 —2331 
rand. ode a aay asd 458 1332. 2 13 —1769 =805 
ее им —1 033 | 523 550 -10609 6440 —1031 — 273 —4 822 

Federal Republi 4277 4567 6359 12701 19621 15189 11 632 6 
ares а Rage 20 = 26500 el) — 6471—1160. 2596 —519 —727 
Е т 640) ee? —1749 —858 — —733 —5590 —10667 —3536 -2137 —4600 
а Ме 3 ee = 70 ee 61, Мы = 540 ~603  ~226 
N Dh =: 11504 1093, 1549 22141, 2505 —2505 —2100 
ео, — 222 385 68 1545 5 =643 Bi 1 
а. Dea о’ о 
ра В 1644 350 838 15 622 9468 —780 —7230 
Total industrial western Europe . =F 137 8582 —3267 —9215 —26632 —10920 —9 159 —17 464 

es —10 240 
779 —4218 —9092 —2245 —9488 4238 2917 —102 
А 5 1315 —6550° —2 118 —2 262 850 


Japan. . . 


ee 


Sources: IMF, Direction of Trade, Washington, December 1976, January 1977; а Exports /.0.6. — Imports с.1./. 


IMF, Direction of Trade Annual 1969-75. 
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A rough idea of the direct impact of the oil price 
increase on import costs can be obtained by comparing 
the values of net imports of petroleum and petroleum 
products in 1973 and in 1974, which were as follows (in 
millions of US dollars): 


Increase 

in total 
trade 

deficit in 

1973 1974 Increase 1974 % 

Austria ary Fs 350 800 450 34 
Belgium-Luxembourg .... 690 2340 1650 1938 
Denmarkenee. see aes 690 1600 910 619 
О aoe ee eee ANU) Ah PICO) 800 834 
О aa re eyo eee 3280 9740 6460 5371 
Germany, Federal Republic of 5090 11240 6150 (6920) 
Treland И oe: ae es 160 460 300 513 
ау eee. 239 По Эд) Эли 
Netherlands ® 155 100 194 
Norway . .. 330 630 300 592 
ое о meee eS 1020 2450. 1430711469 
Switzerland ier 799 1360 570 387 
United Kingdom . . 3290 8990 5700 7309 

Total industrial western 

BULODC mma C nT ur 19030 50330 31300 17417 
United States 7 100. 231440 16340 7 243 
Japan eect eee. ts 6670 20950 14280 5235 


Sources; United Nations trade statistics, Geneva; United Nations, Commodity 
Trade Statistics, Series D, January-December 1973 and 1974; OECD, Statistics of 
Foreign Trade, Series B, January-December 1973 and 1974. 


а Reduction in surplus for Sweden and change from surplus to deficit for Belgium- 
Luxembourg. Increase in surplus for Federal Republic of Germany. 


These figures understate the impact to the extent that 
they do not allow for the demand-reducing effect of the 
price rise. Nor do they take into account the increase in 
exports to OPEC generated by the price rise. But they 
give an approximate indication of the extent to which 
each country’s crude trade balance would have deterio- 
rated if the only factor at work had been the increase in 
the price of oil. 


The final column in the above text table shows the 
deterioration of the total trade balances in 1974. With 
the notable exception of the Federal Republic of Germany, 
every industrial country’s balance worsened in the year 
following the oil price rise. But, as can be seen by com- 
paring the third and fourth columns of the table, the 
direct impact cost of the price rise bore little relationship 
to the deterioration in most countries’ total trade balances. 
For the industrial countries as a group (western Europe, 
the United States and Japan, but excluding the Federal 
Republic of Germany) the direct impact cost amounted 
to some $55 billion, while their aggregate trade balance 
deteriorated by about $37 billion. If trade balances had 
deteriorated in proportion to the direct impact costs, 
each country’s trade deficit would therefore have in- 
creased by approximately two-thirds of its direct impact 
cost. 

The following text table, derived from table 1.21 but 
with estimates of the trade balances, in the final quarter 
of 1976, summarizes the balances before and after the 
oil price rise. 1973 is shown separately as it was in some 
ways an intermediate year, with several countries’ trade 
accounts already in substantial imbalance. 


Crude trade balances “< 


(Billion US dollars) 
TE 


Annual average Annual average 


1970-1972 1973 1974-1976 6 

J eee 
Аа а ы —1.01 —1.82 —2.25 
Ве eae ete 0.22 0.38 —1.98 
Denmark . . —0.87 —1.54 —2.37 
Finland . —0.34 —0.50 —1.50 
France Sapa se ee 3 . 0.70 —1.07 —4.90 
Germany, Federal Republic of 5.07 12.70 16.20 
Е о оо. 05 —0.65 —0.88 
Italy seen eae —1.11 —5.59 —6.89 
Netherlands . . —1.26 —0.68 —0.69 
Norway —1.29 —1.55 —2.60 
Swedet 0. Ae ce. 28 0.29 1255 —0.43 
Switzerland . (AS —1.47 —2.12 —0.93 
United Kingdom. . .. —2.52 —8.31 —11.60 
ToraL —5.53 —9.22 —20.82 


Source: Table 2.1 and estimates for 1976. 
а Exports f.o.6. — imports c.i.f. 
5 1976 figures partly estimated. 


The striking difference is between the Federal Republic 
of Germany, the Netherlands and Switzerland, on the 
one hand, and the remaining ten west European coun- 
tries on the other hand. The aggregate surplus of the 
three former countries rose from an annual average of 
just over $2 billion in 1970-1972, to almost $10 billion in 
1973 and to close to $15 billion in 1974-1976. The cor- 
responding figures for the other ten countries were an 
aggregate deficit rising from rather under $8 billion in 
1970-1972, to $19 billion in 1973 and then to $35 billion 
in 1974-1976. While there was a widespread and marked 
tendency for these imbalances to diminish between 1974 
and 1975, this appears to have been a temporary develop- 
ment associated with the recession and there was, as noted 
above, a tendency for these imbalances to widen again 
in 1976. The most significant exception to the later 
development was the continuing contraction of the 
Federal Republic of Germany’s trade surplus last year. 


The United States and Japan are both excluded from 
the above text table since the annual fluctuations in their 
trade balances in recent years have been so large. This 
applies especially to the United States, where swings 
between enormous improvements and deteriorations have 
alternated over the past five years. (See table 1.21.) A 
summary as in the above text table would show some 
slight increase in the trade deficit between 1970-1972 and 
1974-1976. For Japan a trend is much more apparent: 
a sharp swing into deficit in 1974, followed by a powerful 
improvement in 1975 and 1976 (when trade was again 
in surplus). Japan is the clearest case of an industrial 
country “passing on” its oil deficits through increased 
exports. 


Foreign trade imbalances would undoubtedly have 
occurred over the past three years even if the price of oil 
had not been increased. But the effect of the oil price rise 
has been to aggravate, and quite possibly to accentuate, 
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the imbalances among the industrialized countries. И 
the pressures on the international system of trade and 
payments arising from’ the oil price increase are to be 
reduced, some generally acceptable idea is required of 
the desirable medium-term distribution among the oil 
importing countries of the oil deficit. This distribution 
should presumably be based on an attempt to minimize 
the loss of welfare resulting from the large deterioration 
in the oil importing countries’ terms of trade.* 


Nevertheless, even if broad agreement could be reached 
on the optimum medium-term distribution of the oil 
deficit there might well be difficulties in adjusting the 
pattern of trade to this distribution. In theory, the 
exchange rate should be used to bring about the required 
adjustment. But recently increasing doubt has been 


84 An analysis that attempts to identify the central issues arising 
from the oil price increase is contained in W. M. Corden and Peter 
Oppenheimer, ‘Basic implications of the rise in oil prices”, Moor- 
gate and Wall Street, Autumn 1974. The analysis concentrates on 
the crucial distinction, from the point of view of an individual oil- 
importing country, of borrowing to finance consumption and bor- 
rowing for investment, following the sharp increase in oil prices. 
The surplus oils funds will eventually have to go wherever the invest- 
ment opportunities exist. Thus it is the international pattern of 
profitable investment opportunities (whether private or public) that 
will determine which countries will be able to obtain oil funds, either 
directly or through the capital market, and therefore which countries 
will be able to run current account deficits. It follows from this 
that from the point of view of an individual country it is a matter 
of getting real rates of return at the margin at least equal to the 
real rates of interest that have to be paid internationally. The 
authors stress that this should be the focus of attention rather 
than some arbitrary current account target. ‘‘Only in the case where 
borrowing is for unprofitable investment or for consumption can 
one say that there is a balance-of-payments ‘problem’—although 
it is really just a problem of unwise borrowing” (page 34). 


expressed about the effectiveness of exchange rate changes 
in achieving adjustments to the current balance, while 
attention has been focused on the immediate and un- 
favourable impact of a currency depreciation on domestic 
inflation.® It has been suggested that a possible reason 
for the diminished impact of exchange rate changes on 
exports is the apparent tendency for local currency export 
prices to move more with exchange rate changes, fol- 
lowing a change in exporters’ reactions to currency 
movements.*® Opposition to the use of the exchange 
rate as an instrument for adjusting the external accounts 
is also apparent in some of the surplus countries. For 
instance, the Finance Minister of the Federal Republic 
of Germany has recently been quoted as saying that 
devaluations and revaluations were not a valid means 
for correcting economic trends.*? Nevertheless, belief in 
the efficacy of exchange rate adjustments in bringing 
about desired changes in current balances still has many 
adherents, especially in the United States. Professor 
Richard Cooper, for instance, has recently pointed out 
that the feedback effect of exchange rate movements in 
domestic prices has been recognized for a long time and 
will only undermine the effectiveness of a depreciation 
if the economy as a whole is unstable, in which case price 
increases coming from any source will set off an endless 
round of price increases.** 


85 A fairly typical comment was that made in February by the 
Governor of the Bank of Finland when he stated that “а devaluation 
would only raise exports marginally but could endanger economic 
growth through imported cost inflation’”’. 

86 OECD, Economic Outlook, No. 20, December 1976, р. 63. 

87 International Herald Tribune, 15 February 1977. 


88 See The Economist, 18 December 1976. 


2. PROSPECTS AND POLICIES 


The first of the following sections discusses the present 
economic situation and the short-term outlook in terms 
of the evidence from business surveys and reviews of the 
attitudes of households. In the second section the per- 
spective is broadened and extended on the basis of macro- 
economic demand information in various sectors. 
Finally, some policy problems and courses of action are 
discussed. 


(i) Short-term expectations 


Various surveys of the attitudes and expectations of 
enterprises and households can be used for assessing 
short-term economic prospects. One important leading 
indicator is the information on the expectations of enter- 
prises with regard to the development of their production 
over the next three to four months. The series have an 
indicative power beyond this time horizon since, in the 
past, they have tended to develop in a rather regular 
cyclical way. Waves of optimism and pessimism are 
clearly visible and can to some extent be extrapolated. 


Chart 2.1 gives production expectations during 1971- 
1976, aggregated (and weighted) for seven EEC member 
countries: the Federal Republic of Germany, France, 
Italy, the Netherlands, Belgium, Denmark and (for 1976) 
the United Kingdom.*®® For each month a figure is plotted 
which denotes the (weighted) difference between enter- 
prises expecting an increase in production over those 
expecting a decline in production; replies indicating no 
change are disregarded. The more positive (negative) 
the figures are the more predominant the optimistic 
(pessimistic) views. 

From a record low in the fourth quarter of 1974 the 
expectations curve rose gradually, became on balance 
positive in the fourth quarter of 1975, but then fell at 
the end of the first quarter of 1976. The time span of 
this recovery of expectations was exactly the same as in 
the preceding cycle, i.e. from the fourth quarter of 1971 
to the first quarter of 1973. The steepness of the expec- 
tations curve, however, was considerably greater in the 
present recovery than on the previous occasion. But 
since the turning point in the fourth quarter 1974 was so 
low the curve had a longer way to go in order to reach 
the level corresponding to the previous peak in the first 
quarter of 1973. That high level was not attained. The 
downturn in expectations thus signalled at an early stage 
the slowdown in production that took place during 1976. 


89 EEC, Graphs and Notes on the Economic Situation in the Com- 
munity, Brussels; monthly issues. 
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The reasons for the change in expectations can be found 
in survey information on inventories and order books. 


The assessments of inventories and order books in the 
aforementioned EEC countries are illustrated in chart 2.2. 
A negative number for the order stock series indicates 
that a corresponding percentage of enterprises (weighted 
by their size) considers the orders at hand to be too 
small. Likewise a positive number for the inventory 
series indicates that a majority of enterprises consider 
their stocks of finished goods to be too large. A coinci- 
dence of a negative and falling order-books curve and a 
positive and rising inventory curve indicates that current 
demand for goods is increasingly insufficient in relation 
to current industrial output. Such a development pointed 
towards the decline in production and capacity utilization 
that actually took place during 1974 and the beginning 
of 1975.° The gradual improvement of the two curves 
in 1975 was consistent with the simultaneous improvement 
in expectations (chart 2.1). 


The improvement of the order stock and inventory 
situation in 1975 and the beginning of 1976 was not, 
however, at par with the performance in 1972-1973. At 
the beginning of 1976 there was still a big gap of “ае- 
ficient” final demand in the sense that order books were 
still too low and inventories too large. Expectations on 
the other hand were at a level almost comparable to the 
stage of the previous boom when there was actually a 
balance between supply and demand or even “‘excess”’ 
demand (the shaded area of the graph). Expectations, 
which perhaps had been too much influenced by the very 
speed of improvement in the inventory and order situa- 
tion, turned downward at the beginning of 1976, roughly 
coinciding with the deterioration of the inventory and 
order-book situation. 


Since the middle of 1976 the inventory and order-book 
curves seem to have flattened out at rather unsatisfactory 
levels. At the same time the production expectations 
curve is hovering around zero, indicating a stagnation of 
production. There are some signs of a new recession, 
but by and large the evidence of the curves points to a 
continued sluggish performance. This would mean a 
break with the rather clear-out cyclical patterns visible 
in this kind of statistical material since the beginning of 
the 1960s. 


The curves of the individual seven EEC countries have 


stayed within a rather narrow band around the aggregates 
presented in graphs 2.1 and 2.2: the location of the 


°° For an analysis of this and earlier developments see Economic 
Survey of Europe in 1974, part 1, p. 45, and Economic Survey of 
Europe in 1975, p. 51. 


Prospects and policies 


CuartT 2.1 


Expectations of production 


% OTBETOB 


Percentage of answers 
Pourcentage de réponses 


Ш 
1971 1972 1973 1974 1975 1976 


Source : Commission of the European Communities 
Commission des Communautés européennes 


Источник: Комиссия европейских сообществ 


CHART 2.2 


Total order books and stocks of finished goods 
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turning points as well as the amplitude of the individual 
curves are roughly the same. With regard to production 
expectations it is noticeable, however, that in the United 
Kingdom the curve turned relatively late and at the end 
of 1976 was still showing, on balance, a considerable 
(although diminishing) majority of enterprises that were 
optimistic about their prospects. In Belgium, on the 
other hand, the curve just touched the zero-line in spring 
1976 and since then has fallen more than half-way 
towards the very low trough reached at the end of 1974. 


Business survey information is available also for 
Austria, Sweden and Switzerland. In Sweden the 
latest (December) survey shows record high inventories 
of finished goods and record low order books. The 
indicators thus point to decreasing production and 
increasing unemployment. In Switzerland the latest 
Business Survey (December 1976) indicates weakening 
foreign as well as domestic demand, no improvement 
in capacity utilization, and hardly any recovery of 
investment. 


Surveys are also available for the European Community 
member countries about the expectations and plans of 
households. The latest available survey was undertaken 
in October 1976 and concerns the outlook over the 
following 12 months with regard, for example, to un- 
employment, prices, financial situation and purchasing 
intentions. The surveys provide an insight into the state 
of confidence and the short-run behaviour of consumers. 
The information is not easy to assess nor even always 
consistent. The forecasts of consumption by macro- 
economic behaviour functions have, in recent years 
however, become little more than guesswork. In view 
of the importance of consumption demand any 
additional information about this matter is thus of 
particular interest. 


The survey data are summarized in the following table. 
Plus and minus signs stand for the direction (up or down) 
of clearly recognizable changes. A zero signifies a 
largely unchanged situation. The comparison concerns 
the (weighted) replies to the questionnaires of the latest 
survey as compared with the preceding one. 


Expectations of households 


Purchases 
Financial of durable 
Unemployment * Prices*  situation® Savings ® goods ° 
Germany, Federal 
Republic of = 0 + + 0 
Netherlands я 0 + НЕ 0 
Belgium .... + — 0 т 0 
United Kingdom ae + — — 0 
Denmark = + == = = 
France. . = . . + = = == = 
а og a в в 0 НЕ — + 
Ireland =f + — + + 


Sources ; Results of the Fourteenth Economic Survey among European Consumers 
Information Memorandum from the Commission of the European Communities 
December 1976. > 

а Changes over the next twelve months. 


> The replies concern questions about the present advantage of saving and 
making major purchases respectively. 


The first column of the table shows the views with 
regard to prospects for unemployment. It appears that 
households in most countries took a pessimistic view of 
this development—a view which largely coincides with о 
the macro-economic analysis undertaken in the next 
section of this chapter. Only in the Federal Republic of 
Germany do households expect an improvement of the 
labour market in 1977. In Italy there is no change, while 
in all other countries unemployment is expected to 
increase. 


The signs in the price column indicate whether the rate 
of increase is expected to accelerate (plus), slow down 
(minus) or to remain roughly unchanged (zero). At the 
time of the survey, price increases in four countries were 
expected to accelerate (United Kingdom, Denmark, 
Italy and Ireland). These countries already had high rates 
of inflation in 1976 (more than 10 per cent) and, in some 
cases, they had accelerated towards the end of the year. 


The households’ assessment of their future financial 
situation (column 3) is to some extent related to their 
expectations about unemployment and prices. An 
improvement or no change is foreseen in the Federal 
Republic of Germany, the Netherlands and Belgium 
where unemployment is expected to fall (Federal Republic 
of Germany), and price increases to be stable or slow 
down. In the countries where the financial situation is 
expected to improve there is also an improved outlook for 
savings. 


The last column gives some clues as to the development 
of private consumption. According to the signs, markets 
for consumer durables in 1977 will not be buoyant. In 
the Federal Republic of Germany, Netherlands and 
Belgium this could be related to the increase in savings. 
In the United Kingdom, on the other hand, a decrease 
in savings would support purchases which otherwise 
would have declined. In the case of Ireland it is hard to 
see how households can expect to increase both their 
savings and consumption at the same time as their 
financial situation is supposed to deteriorate. 


It is of some interest to compare the consumer survey 
discussed above with the corresponding survey one year 
earlier. Unemployment expectations were about as 
pessimistic on both occasions. Expectations about price 
acceleration were more widely held one year ago. The 
financial situation was expected to deteriorate as much 
in 1976 as in 1977. There was, nevertheless, a much more 
favourable outlook one year ago for households’ 
spending than in the recent survey. According to the 
latter, there is only one (doubtful) positive sign in the 
column for purchases of consumer durables. One year 
ago all the signs except one were positive. This optimistic 
outlook was consistent with intentions to save less.% 
Actually private consumption expanded quite vigorously 
in 1976, particularly in the first half of the year as saving 
ratios fell, thus substantiating the information obtained 
by the consumers’ survey. 


The weak outlook for consumer expenditures in 1977 
as evidenced by the table is supported by the gloomy 
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over-all outlook taken by consumers. There is one 
question in the survey of consumers which concerns the 
development of the general economic situation over the 
next twelve-month period (not shown in the table). In 
all countries, the (weighted) replies of the households 
indicate a general deterioration. This deterioration also 
concerns the Federal Republic of Germany where, in 
contrast to other countries, a slight majority of house- 
holds expect an improvement in the general situation. 


The business and consumer surveys discussed above 
indicate that, towards the end of 1976, confidence in 
future economic developments was weakening in both 
sectors. Such a situation is hardly conducive to a 
sustained economic recovery. Until the signals coming 
from these surveys change, the underlying strength of 
any recovery must remain in doubt. In the United 
States comparable survey evidence has been pointing 
until recently in the same direction as in western Europe. 
Around the end of the year, however, there seems to have 
been a change for the better. The macro-economic 
outlook for 1977 seems to confirm that there are reasons 
for differences between the two regions in the degree of 
confidence in an economic recovery. 


(ii) Demand patterns 


During the 1960s and up to 1973 the European market 
economies (including southern Europe) increased their 
combined GNP at an average rate of about 5 per cent 
annually. The increase was nearly the same for the four 
largest countries as a group and for the group of the other 
countries. In a recovery one would expect annual growth 
to be above trend, particularly if the recovery started 
from a record low level of output. In 1977, for each of 
the two groups, however, a growth of not much more 
than half of the trend rate is expected. Various demand 
factors have failed to respond “погтаПу” in a year 
following two years of severe depression (1974 and 1975) 
and one year of initial and modest recovery (1976). 


Private residential construction in the four major west 
European countries is expected to remain roughly un- 
changed in 1977. This might have been normal in а boom 
year, when the demand for investment in residential 
building tends to be “crowded out” by other demands 
for limited resources, notably in the credit markets. But 
then, on the other hand, one would have expected private 
residential construction to have expanded anti-cyclically 
in preceding years (as it has generally done in the past, 
for example, in 1970-1972). In 1974 and 1975, by 
contrast, investment in residential construction was very 
depressed, for example, in the Federal Republic of 
Germany and the United Kingdom. The declines were 
not, however, of the proportions reached in the United 
States where the decrease in 1973-1975 was about 40 per 
cent. This decline was almost as great as that which took 
place in 1929-1931 during the great depression, Viz., 
about 65 per cent. (A comparable decline in the number 
of completed new dwellings took place in Switzerland 
where the 1976 figure was about 55 per cent lower than 
in 1973.) In 1976, residential construction in western 


Europe generally stayed at the depressed levels reached 
in 1975. As shown above in this chapter, no sizeable 
contribution to economic revival is expected from this 
sector in 1977 either. There will hardly be any supply 
limitations since current monetary policy is favourable 
to this financially sensitive part of the economy. Thus, 
there seems to be a lack of demand which has existed for 
an unusual length of time and which may be due to large 
inventories and to some degree of market saturation. 


Besides investment in housing public expenditures are 
also usually supposed to be stabilizing. But the contri- 
butions of this demand component to the real changes 
in GNP during 1974-1976 have generally been significantly 
below the trend of the 1960s. For western Europe, this 
trend contribution amounted to a yearly increase of about 
1 per cent of GNP whereas the figures for 1974-1976 and 
envisaged for 1977 are closer to half a percentage point. 
(In the United Kingdom there is likely to be a decline in 
public expenditures.) This absence of the normal anti- 
cyclical pattern might be taken as a sign of a trend 
towards more restraint in public expenditures, motivated 
both by an anti-inflationary strategy and, possibly, also 
by some saturation of demand for certain types of public 
expenditure which have been increasing rapidly over a 
long period. 


The determinants of private consumption have also, to 
some extent, deviated from “погта]” cyclical patterns. 
Private consumption changes at the same rate as GNP 
if the income share and the savings ratio of households 
remain stable. ‘“МогтаПу”, however, these variables 
change in such a way that private consumption follows a 
smoother course than GNP, i.e., the former acts as a 
stabilizer. This happened in 1975, when GNP decreased 
in the four major west European countries while private 
consumption increased or decreased less. One main 
reason for this was that real income of households 
developed more favourably than national income (the 
United Kingdom was an exception). The counterpart 
was the deterioration of profits, which was to be expected 
at that stage of the cycle. There was also a positive policy 
impact as the net effect of changes in direct taxes and 
transfers by itself increased disposable income consider- 
ably. (The United Kingdom was, again, an exception.) 
The savings ratio, on the other hand, behaved in an 
unexpected pro-cyclical manner. Normally, the savings 
ratio should fall significantly when real disposable 
income advanced as slowly as in 1975. But, with hardly 
any exceptions, the savings ratio increased or remained 
unchanged in 1975. This has been explained by the 
efforts of households to re-establish the real value of their 
financial assets eroded by inflation. Favourably affected 
by the other factors mentioned above, private consump- 
tion nevertheless rose faster (or fell less) than GDP and 
thus exerted a stabilizing influence. 

In 1976 both GNP and private consumption rose 
faster than in 1975, but the former rose faster than the 
latter. The various factors affecting private consumption 
largely acted in reverse in 1976 compared with 1975. 
The incomes of households rose more slowly than 
national incomes, indicating a shift in income distribu- 
tion in favour of profits. Households’ disposable in- 
comes, furthermore, were adversely affected by the net 
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effect of direct taxes and transfers. In the United States 
this negative effect has been estimated at about 1 per cent, 
and in France close to 2 per cent of disposable income. 
(In the United Kingdom the effect was about neutral.) 
But the savings ratio reversed its direction of change and 
generally contributed to an increase in private consump- 
tion. On balance, however, private consumption acted 
as a drag on over-all demand in 1976. 


In 1977, private consumption might continue to have 
a negative rather than a positive effect on economic 
development. The moderation of real wage rates may go 
further in allowing an improvement of profits, at least in 
the major west European countries. The net effect of 
direct taxes and transfers seems to be about neutral in 
most countries but negative in some. The behaviour of 
the savings ratios is difficult to predict. The general fall 
of this ratio in 1976 might have been related to the abate- 
ment of inflation and expectations of further improve- 
ment in this respect. There was actually some fall in the 
rate of price increases in 1976 as compared with 1975, 
but in those countries with the relatively highest rates of 
inflation the deceleration was less than expected. These 
factors could accentuate the precautionary motive for 
saving. The official forecasts for 1977 are for a further 
fall in the rate of inflation, though considerably less than 
the average deceleration between 1975 and 1976. At the 
same time, prospects in the labour market seem to have 
worsened (see the analysis of consumer sentiments in the 
previous section of this chapter), which would tend to 
maintain or even increase savings ratios. Tighter mone- 
tary policies, particularly with regard to consumer credit, 
may also dampen private consumption. In conclusion, 
each of the consumption determining factors taken 
individually suggests an uncertain and small negative 
effect. Taken together they may add up to a dampening 
effect on private consumption and thereby on a recovery. 


In contrast to the other GNP components, investment 
in inventories in the long run generally does not provide 
a net contribution to demand as stocks in real terms have 
tended to remain rather stable. In the short run, however, 
stock-building is very volatile. The negative effect of 
stock-building in the first half of 1975 ranged from a 
little more than 1 per cent of GNP in the Federal Repub- 
lic of Germany to 8 per cent in France (annual rates). 
Such a development will necessarily reverse itself, thus 
constituting one of the major ingredients in the business 
cycle mechanism. Thus, in the second half of 1975 and 
the first half of 1976 stock-building added to demand 
almost as much as was lost in the preceding period. By 
mid-1976, however, the impetus of this factor was lost. 
Inventories are now generally viewed as about normal 
(see chart 2.2) and there are no special reasons for a 
further increase. There are no expectations of any 
dramatic acceleration of inflation and the business 
climate is not particularly buoyant. There might be some 
involuntary building up of stocks, but only if demand 
becomes even weaker than the currently weak develop- 
ment of production. This slow growth of production 
might be seen not only as a response to the unsatisfactory 
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order book situation (see again chart 2.2) but also as an 
expression of producers’ attempts to avoid the unusually 
violent inventory swings of the recent past. If this is the 
case, stock-building will lose much of its role as a primer. 
for the business cycle. 


In the latest boom year (1973) private investment (non- 
residential) contributed some 1.5 per cent to GNP in the 
United States as well as in the major west European 
countries. In 1974 and 1975 private investment fell in the 
United States, in the major west European countries and 
also in most of the smaller countries. Generally, the 
decline carried private investment below the pre-boom 
level. In 1976 there were some slight recoveries, and some 
further recovery is envisaged in 1977. However, these 
recoveries will, on average, not even recuperate the losses 
of the recession years. There are several reasons for this 
weakness of the demand factor which should have been 
the centrepiece of a recovery. 


Capacity utilization in most countries is relatively low 
and there are no immediate prospects for an improve- 
ment. Profits are probably rising in most countries but 
may still have some way to go to recover the ground lost. 
Many enterprises may still be in a stage of consolidating 
their financial structures which had been permitted to 
deteriorate even since the beginning of the 1960s in an 
atmosphere of almost uninterrupted growth and easy 
accommodation by credit markets. The prospective rate 
of return on capital may also have been adversely affected 
by increases in the relative prices of capital goods. Long- 
term interest rates have been slightly on the increase 
since the beginning of 1973, whilst price increases have 
slowed down. The “теаР” long-term rate of interest 
became positive at the end of 1975.% The expected 
“real” rate of interest actually may have increased rather 
significantly in view of anticipations of an easing of 
inflation and of continued stringency in monetary policy. 
Required rates of return on capital may also have been 
raised because of increased uncertainties with regard to 
price developments, interest rates, foreign exchange 
rates, energy programmes and energy costs, and so on. 
All in all, prospects for investment demand are rather 
bleak. A sustained growth, however, will be difficult 
without a strong revival of private investment. A capital 
formation that remains sluggish will in the long run not 
only hold down the growth potential but will also tend 
to aggravate the present employment problems. 


In general, the prospects for 1977 are that the existing 
low rate of growth will remain unchanged or even slow 
down. The consequences of such a development are 
particularly discouraging with regard to unemployment. 
If earlier expectations had been fulfilled, 1976 would have 
been the year of productivity increases and absorption of 
under-employment. Then, 1977 would have been the 
decisive year for pushing growth close to its potential 
path and unemployment down to pre-recession levels. 
Instead, the situation in the labour market gradually 
worsened in 1976 and there are presently no grounds for 
optimism about 1977. 
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The numbers employed in industry in the four major 
west European countries decreased altogether by more 
than two million wage- and salary-earners between the 
previous peak and the latest trough (see table ПЭ) а 
seven smaller countries the decline was about 350 thou- 
sand. The increase from the troughs (inclusive of the 
third quarter of 1976) has been only marginal. As in- 
dustrial production generally is expected to slow down 
in 1977, there will be hardly any scope for an absorption 
of the unemployed in this sector. Nor is the government 
sector expected to expand significantly. In many coun- 
tries central governments have become very economy- 
minded. It is known from experience that actions taken 
in order to limit or reduce expenditures in money terms 
are more effective in restricting the number of employees 
than reducing the rates of increases of wages and salaries. 
The public sector, therefore, is unlikely to be a source of 
renewed demand for labour. The private service sector 
is dependent on an autonomous surge of private con- 
sumption which, as argued above, is unlikely to occur. 
The conclusion seems to be that the labour markets will 
not improve on the basis of present policies. Since it is 
a fair guess that economic policies will not become 
significantly more expansionary, the present sluggishness 
may become endemic and gradually increase the risks of 
a new downturn. 


(iii) Economic policy problems 


Presently two main problems occupy the minds of 
economic policy makers. One concerns the difficulty in 
avoiding accelerating price increases as unemployment 
approaches “‘acceptable” levels; the other concerns the 
balance-of-payments constraint on economic policy in 
several countries. These problems are related as wit- 
nessed by the fact that countries with large external 
deficits often have the highest inflation rates (and vice 
versa). There is also a need for expanding world trade to 
permit the balance-of-payments adjustment process to 
function effectively. 

The magnitude of the balance-of-payments problem 
is indicated by the total deficit on current account in the 
European market economies which for the three years 
1974 to 1976 is estimated at around $60 billion. The 
spread between deficit and surplus countries remains 
largely unchanged. To a large extent the corresponding 
indebtedness has taken the form of private enterprise 
borrowing in Eurocurrency markets. These markets 
seem to have provided about $30 billion in (mainly 
medium-term) syndicated lending. Central government 
and local authorities have also, to an increasing extent, 
turned to international borrowing in the Eurocurrency 
markets. This borrowing by governments is estimated 
to cover at least half of the aforementioned deficit on 
current account. To this can be added official credits, 
for example, from the International Monetary Fund 
(about $8 billion during the period 1974 to the first half 
of 1976). 

In 1977 the deficit on current account for the European 
market economies is forecast to be somewhat more than 
$10 million or about half of the deficit in 1976, largely 


because of the expected slowing down in the growth rate 
of output. It is, however, unevenly distributed and, to a 
large extent, falls on countries already in deficit and 
therefore with increasing external debt. Meanwhile the 
oil exporting countries, taken together, continue to 
cumulate large surpluses, partly because their import 
Capacities are hampered by transportation and other 
bottlenecks. No matter how well the adjustment process 
between the western industrialized countries works, they 
cannot avoid a large collective deficit. When this 
15 accepted there are fewer reasons for holding back 
growth because of balance-of-payments considerations. 
The problem is rather how to design and support an 
acceptable debt pattern. 


It is important that international credit markets provide 
adequate support so that a recovery is not hampered by 
lack of proper financial intermediation. So far financial 
mechanisms seem to have performed surprisingly well. 
There are signs, however, that the agents in the Euro- 
currency markets may pause to reflect on how far their 
commitments should really be stretched (particularly 
with regard to developing countries). Switches in the 
preferences of the ultimate lenders with regard to clients, 
to currencies, and maturities might precipitate distur- 
bances in the markets for loanable funds. Gradually the 
deficit countries also are likely to change their attitudes 
towards extended borrowing. 


Most governments, like enterprises, do not want to 
increase their debt indefinitely. In the process they lose 
credit-worthiness and thus also possibilities of recourse 
to credits in contingency situations. Economic inde- 
pendence is diminished and the debtor country exposes 
itself to admonitions and conditions from its creditors. 
The debts, futhermore, through amortization and interest 
payments, mortgage future revenues. 


There is thus an increasing risk that hardening attitudes 
on the part of borrowers as well as of lenders will stop 
the use of international credit facilities short of their 
potentiality for facilitating an adjustment process. 
Even if deficit financing tapers off in the future there 
seems to be a need for international agreements on, or at 
least an understanding about, the optimum pattern for 
future debt commitments, repayments and rollover. Such 
an understanding should take into consideration the 
changing tendencies in the network of world trade and 
also the performance of official and private flows of funds 
required by such a network. Some tentative steps have 
been taken in this direction. But it is a long-term problem 
that should be tackled well in advance. Some lessons 
might be learnt from mistakes committed in the rollover 
of the debts related to the First World War. Presently 
the size of the oil-related debts are probably in real terms 
approaching those war-related debts and they are still 
increasing. Their hampering effects on demand manage- 
ment should be minimized as far as possible. 

The balance-of-payments problems might be overcome 
in an expanding world economy and with adequate 
international financial intermediation. Inflation, on the 
other hand, seems to be an intractable obstacle to such 
an expansion. Some of the difficulties here are related to 
changes that seem to have taken place in labour markets 
and wage mechanisms. 
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Since the early 1960s there has been an increasing 
spread in the supply of as well as in the demand for labour 
of different skills. In order to adjust the supply of labour 
to demand there is thus a need for flexible wage differen- 
tials. But wage structures have, on the contrary, tended 
to become more rigid, for example, because of relative 
increases in minimum wages and of a lowering of the 
costs of being unemployed. There is also a particular 
kind of wage rigidity related to hierarchies inside in- 
dividual firms characterized by established promotion 
ladders and job-specific internal training. These rigidity 
factors tend to increase the mismatch between supply 
and demand. A correspondingly larger demand pressure 
and wage drift is required to clear the labour market. 
The unemployment corresponding to stable prices tends 
to become forbiddingly large. One of the main factors 
behind inflation since the middle of the 1960s is probably 
the systematic underestimation of the gradually increasing 
unemployment ratio consistent with stable, or at least 
with non-accelerating, prices. But this rate of unemploy- 
ment should be taken to be intractable only in respect 
to general demand policy. What is indicated—and has 
long been advocated—are various forms of selective 
demand policies that seek out and empty those unem- 
ployment pockets into which general demand increases 
will not spill until intolerable pressures and bottlenecks 
have built-up elsewhere in the economy. To take another 
stand would imply fatalism with regard to historically 
very high levels of unemployment. 


The inflationary mechanisms in the labour market 
express themselves in the process of wage bargaining. 
One such mechanism is the intensified competition be- 
tween various wage- and salary-groupings to secure for 
each a larger share of the national income. The compe- 
tition between groups creates a particular macro-economic 
problem to the extent that the sum of the claims exceeds 
the increase in national income. The efforts of various 
groups to improve or re-establish their relative positions 
thus gives an inflationary bias to any policy that aims at 
a more equal distribution of income. In particular, cost 
push inflation may arise from increasing wages in favour 
of the low-productivity sectors of the ‘“‘sheltered” part of 
the economy such as the public sector, the construction 
industry, transportation and public utilities. 


Inflation has created a new dimension to wage nego- 
tiations, which by itself tends to sustain inflation. The 
purchasing power of a given increase in nominal wages 
becomes as uncertain in real terms as the rate of inflation. 
Nominal wage claims therefore tend to incorporate 
expectations of future price increases plus a margin for 
the extra compensation that competing groups might 
obtain at later negotiations. Furthermore, in times of 


a In the United States the Council of Economic Advisers has 
estimated the “‘full-employment unemployment rate” to have been 
around 4 per cent in the mid-1950s and presently at 4.9 per cent. 
This rate is understood to mean ‘“‘the lowest rate of unemployment 
attainable, under existing institutional structure, that will not result 
in accelerated inflation”. Economic Report of the President, January 
1977, pp. 48-52. Other estimates have put this current “natural 
rate of unemployment” for the United States somewhat higher or 
at 5-5.5 per cent., cf. Г. Wachter, “Some Problems in Wage 
Stabilization”, American Economic Review, May 1976. 


rapidly rising prices the progressivity of the tax system 
teaches down to the relatively low income brackets and 
further erodes net real earnings. The ultimate target for 
wage negotiations thus becomes the real wage net of 
taxes. There might even be an upward trend in the rate. 
of increase of the net real wage implicitly targeted by wage 
earners.® Thus a progressive tax system can act as а 
“built-in de-stabilizer” of costs rather than a “built-in 
а ег” of demand, its traditional role. 


Because of these changes in labour market structures 
and wage mechanisms, general demand policies have 
become gradually less efficient in holding down inflation. 
One general problem in assessing the efficiency of restric- 
tive policy in this respect is the long and unpredictable 
lags involved. Much of the short-run variation in rates 
of inflation seems to have little to do with current unem- 
ployment but to be a consequence of earlier periods of 
protracted excess demand and ingrained price expecta- 
tions. This would explain the difficulties in holding back 
inflation in countries with such a history. In countries 
without such a history, on the other hand, one could 
easily overestimate the inflationary impact of expan- 
sionary demand policies. 


It might be argued that the present preoccupation with 
reducing short-term inflation may well be at the expense 
of moderating it in the longer run. The more output is 
held back the more difficult it is to invest in the removal 
of potential bottlenecks. There is also a need for sizeable 
gains in productivity in order to provide increases in 
real net wages sufficient to relieve the pressure on nominal 
wage costs. This seems to call for directional changes in 
economic policies, some of which are already under way. 


The difficulties faced by economic policies under 
inflation also express themselves through uncertainty 
about quantum and price responses respectively. It is 
even difficult to assess statistically ex post the change in 
the one or the other component. Ц is therefore not 
surprising that economic policies lately have tended to 
deal directly with price relations and quantitative targets 
respectively. The latter type of policy is straightforward 
and mainly concerns direct labour-employing and/or 
labour-maintaining measures through selective public 
expenditures or subsidies to enterprises. Such policies 
have been applied in recent years. Policies affecting 
price relations are controversial and are also more 
difficult to negotiate. 


Exchange rate policies were not so long ago thought 
of as an ideal instrument for speeding up adjustment 
processes. Experience, however, has not been altogether 
favourable. It seems, in particular, to be difficult to use 
depreciations in order to correct a balance-of-payments 
deficit when the international economic situation is char- 
acterized by stagnation of output and by inflation. The 
response of demand for the exports of the depreciating 
country is likely to be weak when world trade is increasing 
only slowly. Inflation, on the other hand, is reinforced 
through depreciation and domestic wage-cost mech- 
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anisms, leading after a while to a further erosion of the 
competitive position. 

The best time for currency depreciation seems to be in 
a period of rapid international recovery when demand 
starts to spill over from the fastest expanding economies 
and while the depreciating country still possesses unused 
resources. The present situation is thus not conducive 
to aggressive depreciations. Meanwhile upward floating 
has allowed strong-currency countries to keep out infla- 
tionary impulses from abroad. Weak-currency countries, 
on the other hand, try to avoid too large a depreciation 
whereby a certain “discipline” is exercised on the 
domestic economy. 


If adjustment of the trade imbalances among the 
industrial countries is not to be achieved through exchange 
rate changes, it will have to be brought about by diffe- 
‚ тепйа] growth rates in the various countries and/or 
by import restrictions. Given the unwillingness on the 
part of those countries with relatively strong external 
positions to speed up the growth of domestic demand, 
differential growth rates imply continued slow growth, 
or even reduced growth rates, on the part of the deficit 
countries. As shortage of capacity is probably not a 
hindrance to exports in any country at present, such an 
approach would imply adjustment not through a shift 
of the deficit countries’ resources into the external sector 
but through reducing imports by domestic deflation. 
There would thus seem to be increasing likelihood of a 
growing resort to import restrictions as a means of 
redistributing the trade deficits. 


With regard to the use of fiscal policies, there is an 
interesting development towards emphasizing the role of 
taxes as a cost component rather than a factor influencing 
demand. Thus the lowering of tax rates can be seen as 
containing wage increases and, thereby, cost-push in- 
flation. But then, obviously, tax rate increases cannot 
at the same time be used for restrictive demand manage- 
ment. This development is in line with the notion that 
wage-earners strive to obtain given rates of increase of 
real earnings net of taxes. In order to maintain real net 
earnings, nominal wages subject to steep progressive 
taxes may have to increase by up to double the rate of 
inflation. This effect becomes particularly strong for the 
ranges of income where marginal tax rates change. The 
required percentage increase in the nominal wage to 
keep the net real wage intact may therefore be as large 
for income earners in low as in high income brackets. 
(For further elaboration of this matter, see section | 
(iii).) 

One way of tackling this problem is for the central 
government to’ participate in the wage bargaining 
process as a third party. Tax reductions could then be 
offered in order to hold down increases in money wages. 
Given certain price expectations, the bargaining would 
then be concerned with the real take-home pay of wage- 
earners. In principle the wage agreement could also be 
related to the scope for increases in private consumption. 
To be negotiable such an agreement presumably has to 
take into consideration other incomes than wage- 


earners’ and to provide for unexpected price changes. 
A comprehensive settlement along these lines has actually 
been concluded in Norway. Its purpose is mainly to hold 
down inflation since Norway, thanks to expected oil 
revenues, cannot be considered to be ш balance-of- 
payments difficulties. 


Various innovations have thus been made in the fields 
of exchange rate and fiscal policies. Monetary policies, 
on the other hand, have reverted to some extent to pre- 
Keynesian concepts. In several (major) countries the 
growth of the money stock has become an important 
economic policy target. This target, in the tradition of 
the quantity theory of money, is linked to the expected 
real growth of the economy and the permitted rate of 
inflation. In the same context the budget balance has 
been restored as a variable of intrinsic interest instead of 
being an incidental residual between government expen- 
ditures and revenues. The smaller the budget deficit, the 
lower, in principle, can the target rate of growth for the 
money supply be set. 


These developments in monetary policy are, to some 
extent, the natural consequence of a debilitation of 
fiscal policy as a tool for general demand management. 
In combination with fixed exchange rates, monetary 
policies can impose a discipline on the economy in almost 
the same terms of operation as did the gold standard. 
Nowadays, of course, exchange rates can be changed and 
money supply targets are set discreetly. But when the 
money supply is a target, the rate of interest becomes 
less of a free policy instrument than it was in the gold 
standard system. It is, however, more difficult to handle 
effectively in a context of inflation since it is difficult to 
foresee how the nominal rate of interest should be set in 
order to achieve a given real rate of interest. It is also 
difficult to set the real rate of interest at a level which 
will give proper incentives to enterprise investments. 
In view of the importance of the latter—both in the short 
run for recovery and in the long run for sustained 
growth—it is nevertheless important that monetary policy 
retains flexibility in this respect. 


There is, however, another development which has 
also tended to make the use of general monetary policy 
inoperative in large areas. Credit policy has tended to 
become gradually more compartmentalized in the sense 
that a growing part of the enterprise sector is financed 
outside organized credit markets. There are enterprises 
in industries such as steel, aircraft, textiles, computers, 
machine tools and shipyards, where capacity is large and 
where competition has caused losses, curbed self-financing 
and lowered credit worthiness. The number of these 
“ailing” enterprises is likely to increase with a 
slower rate of growth. For employment and balance-of- 
payments reasons, governments are stepping in with 
various forms of subsidies, tax grants and special credits. 
Conditions in the organized credit market then tend to 
become correspondingly tighter and investment incentives 
weaker. The long-run consequences for economic growth 
of such a development have also to be considered in the 
framework of short-run economic policies. 


3. SOUTHERN EUROPE 


In 1976 the economic performance of the countries of 
southern Europe, was very uneven and not entirely satis- 
factory. In four of these countries, Greece, Portugal, 
Spain and Yugoslavia, rates of growth in the volume of 
output were well below medium-term trends and potential 
rates of growth; only in Turkey was the rate of growth 
above the medium-term trend. In Spain the growth of 
output remained below 2 per cent. Price increases have 
continued to be well above those in the more industrial 
countries of Europe in both Iberian countries and in 
Turkey, and have only clearly decelerated in Yugo- 
slavia, where industrial output and investment growth 
also decelerated considerably in 1976. In Turkey, Yugo- 
slavia and Spain, foreign demand—reflecting the recovery 
of world trade—contributed significantly to growth. 
Current balance-of-payments deficits have deteriorated 
substantially in both Iberian countries and have re- 
mained virtually unchanged in the Aegean countries. In 
Yugoslavia there was a considerable swing from deficit 
to surplus in 1976: this reflects not only greater exports 
but also a decline in imports due to increasing trade 
restrictions and slack domestic demand. 


At the outset of 1977 the two most negative features of 
economic developments in these countries are the low 
level or deceleration of productive investment outlays 
(except in Greece) and the rising level of unemployment 
resulting in large measure from the stagnant labour 
demand in the previously labour-importing countries of 
industrial western Europe. 


(i) Output, demand and prices 


The growth of output in Greece in 1976 accelerated 
while the rate of price increase was very close to that 
of 1975. The Gross Domestic Product rose by 5.0 per 
cent in 1976 compared with 3.7 per cent in 1975. 


The growth of output was fully accounted for by the 
industrial sector and services, as agricultural output is 
estimated to have fallen marginally. All major compo- 
nents of domestic demand grew more in 1976 than in 
1975, except for government consumption which de- 
celerated sharply. 


Agricultural output, in real terms, declined by 0.5 per 
cent in 1976 following a rise of 3.0 per cent in 1975, 
Larger output of wheat and tobacco appears to have been 
more than offset by a decline in the production of olive oil 
and other products. 


The acceleration in the growth of industry from 4.3 per 
cent in 1975 to 7.4 per cent in 1976 was mainly due to 
manufacturing, but output also accelerated in mining, 
electricity, gas and water works, and construction. 


Manufacturing output (in national accounts terms) 
grew by 7.2 per cent in 1976, compared with 4.3 per cent 
in 1975. In the first nine months of 1976, the index of 
manufacturing production grew by 7.5 per cent compared 
with 2.9 per cent in the corresponding period of 1975. 
Most branches shared in this acceleration. Textiles, 
however, which carry the most important weight in the 
total, grew by 14.2 per cent compared with 14.4 per cent 
in the corresponding period of the previous year, despite 
a marginal acceleration of domestic private consumption. 
Because of the latter, food-processing grew faster in the 
first nine months of 1976. Tobacco grew 8.4 per cent in 
the first nine months of 1976 compared with 3.3 per cent 
in the corresponding period of 1975. Particularly fast 
was the growth of metallurgical products (21.6 per cent), 
electrical machinery and other electrical items (15.1 per 
cent), and non-metallic minerals (30.7 per cent) which 
had declined in the corresponding period of 1975. 


In the first eight months of 1976 employment in 
manufacturing rose by 5.7 per cent compared with 0.2 per 
cent in the corresponding period of 1975. This implies 
that, while in the first eight months of 1975 the revival 
of industrial growth was mainly accounted for by the 
growth of labour productivity, in the corresponding 
period of 1976 the higher rate was mainly due to the 
increase of employment. Hourly earnings increased by 
31.5 per cent in the first six months of 1976 compared 
with 20.2 per cent in the corresponding period of 1975. 


The acceleration in the growth of industry was accom- 
panied by a higher rate of growth of services (5.4 per 
cent in 1976 compared with 3.6 per cent in 1975). Data 
for the first ten months point to an increase in the arrival 
of tourists of 37.8 per cent compared with 43.7 per cent 
in the first ten months of 1975. 


The minor deceleration of total consumption reflected 
the decline in the rate of growth of government con- 
sumption from 12.3 per cent in 1975 to 6.0 per cent in 
1976 at constant prices. The volume of private consump- 
tion, which accounted for 64.8 per cent of total domestic 
demand in 1976, rose by 5.0 per cent in 1976, compared 
with 4.7 per cent in 1975. 


Both the private sector and government shared in the 
acceleration of the rate of increase of gross fixed capital 
formation. The increase in the volume of investment in 
dwellings in the first nine months of 1976 was reflected 
in the higher volume of credit extended to the housing 
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Annual changes in output and prices, by sector, in selected south European countries 


(Percentage trend rate of growth and percentage changes over preceding year) 
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Sources: Greece — National Accounts of Greece: Statistical Yearbook of Greece; 
Bank of Greece, Monthly Statistical Bulletin: Portugal — Anuario estattstico; 
Instituto nacional de estat{stica, Bolerim mensal de estattstica and Indicadores da 
actividade econémica; National Accounts of OECD Countries: OECD Economic 
Surveys, Portugal, 1975; Didrio da Republica, 31 December 1976: Spain — Conta- 
bilidad nacional de Espafia; Ministerio de Hacienda, El presupuesto y la economta 
espaftola 1977; Banco de Езрайа, Boletin estadistico and Informe anual 1975; Banco 
de Vizcaya, Noticiario econdémico; El Pals, 7 December 1976: Turkey — Tiirkiye 


sector. Particularly significant was the recovery of gross 
fixed asset formation in transport and other equipment, 
which had declined in 1975. Actual budget data, at 
current prices, relating to the first nine months of 1976, 
point to a deceleration of both current and investment 
government expenditure. 

The average increase of consumer prices for the year 
as a whole was a little more than 13 per cent, the same as 
in 1975, but the rate of increase tended to decelerate 
throughout the year. In 1976, wholesale prices rose by 
14.0 per cent compared to 6.8 per cent in 1975. The 
increase was mainly accounted for by final domestic 


Millt Geliri ve Harcalamari; State Institute of Statistics, Aylik Руа Indeksleri 
Biilteni and Aylik Istatistik Biilteni; Bank of Turkey, Monthly Bulletin: Т.С. Resmt 
Gazete, 11 December 1976. Data for all four countries supplemented by ECE 
Indicators and ECE secretariat estimates. 


а Change of base year. 
> January-October. 
с Partly derived by linking with parallel series on another basis. 


primary products for home consumption. The increase 
of food prices in 1976 may reflect scarcities associated 
with the relatively poor performance of agriculture. 

After declining by 2.7 per cent in 1975, GDP in 
Portugal increased by about 5 per cent in 1976 (according 
to provisional estimates). Every major sector of output 
and demand, with the exception of private consumption, 
contributed to this recovery. 

Agricultural output is estimated to have increased in 
1976 by about 2 per cent. Drought adversely affected 
some crops such as rice and maize (with decreases of 
27 and 5 per cent respectively) but output of all other 
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major cereal crops increased. There were particularly 
good results for wheat (12 per cent increase), barley 
(10 per cent) and oats (21 per cent). These increases were 
sufficient to offset declines in the production of several 
leguminous crops, wine and olive oil. Animal production 
had mixed results with a decline in slaughtering and 
increases in the production of some animal products 
such as eggs. Fishing, which is a relatively important 
subsector, registered good results with a considerable 
increase in catches. 


Taken as a whole the industrial and construction 
sectors increased in 1976 by an estimated 7 per cent. 
Although no separate estimates (in national accounts 
terms) are available by branches it seems clear that the 
recovery has been more intense in construction (which 
was particularly depressed in 1975) than in manufacturing 
which suffered a less severe setback in 1975. 


For manufacturing as a whole the index of industrial 
production in the first three quarters of 1976 shows an 
average increase of 4.5 per cent on the same period of 
1975.38 The recovery accelerated in the first half of the 
year particularly during the second quarter, but there 
was a deceleration in the third quarter and the latest 
available figure—for October 1976—shows an increase 
of just over 2 per cent over the same month in 1975. 
Within manufacturing the branches with higher rates of 
activity in 1976 were light industries producing consumer 
50043,37 but the recovery has not yet clearly extended to 
branches such as metal products, machinery, wood and 
cork, paper pulp and petrol refining. 


The output of public utilities declined in 1976 because 
of the effects of the protracted drought on hydro-power 
production. Total energy consumption in the first three 
quarters of 1976, however, was higher than in the same 
period of 1975. 


Indirect indicators point to a rapid recovery of con- 
struction activities in 1976. Cement consumption was 
much higher than in 1975 (up by 24, 13, and over 15 per 
cent respectively for each of the first three quarters of 
1976 over 1975) and the number of building permits is 
estimated to have increased in 1976 by about 30 per cent. 
The main stimulus must have come, however, from the 
greatly expanded programmes of public works. 


The service sectors increased their output in 1976 by 
an estimated 4 per cent. The few available indicators 
show that most subsectors increased during the year, 
particularly public and financial services and transport 
activities. Tourism-related activities declined during the 
first half of the year but recovered very rapidly during the 
second and, for the year as a whole, the number of tourists 
increased by 10.6 per cent on 1975. 


There are so far no volume estimates of the changes 
in GNP by major demand sectors. It is clear however 
that the main buttress to total demand has been invest- 
ment (which increased in current values by 63 per cent), 


; 8 For the year as a whole manufacturing is expected to expand 
in real terms by 5.6 per cent. See Lei No. 10/76 of 31 December 1976, 
Plano para 1977, Diario da Repiblica, 31.X11.76, page 206. 


97 Chemicals have also recovered rather fast. 


particularly public investment, followed by public con- 
sumption (which increased in current value by 35 per cent). 
Private consumption, in current prices, increased at 
about the same rate as the general price level and prob- | 
ably remained at the level of 1975. The foreign sector 
probably registered a minor positive rate of growth but 
in any case well below that for GDP. Total consumption 
in 1976 still represented a very high share of gross 
domestic expenditure (79 per cent) and domestic saving 
(the insufficiency of which is not only a long-lasting 
structural feature of the economy but has also been 
aggravated by the high public sector deficit) was barely 
7 per cent of GNP in 1976. 


As reflected in the price deflator of GDP, the rise in 
the prices in Portugal in 1976 was higher than in 1975. 
Consumer prices rose particularly rapidly during the 
first and fourth quarters of 1976 (compared with the same 
quarters of 1975). The acceleration is more noticeable 
if quarterly changes are compared: the increase in the 
last quarter of 1975 over the same quarter of 1974 had 
been 14.5 per cent but was over 25 per cent in the same 
quarter of 1976. Food prices rose considerably more 
than the average. 


Unlike the experience in 1975 and 1974, the wage 
freeze of February 1976 seems to have prevented any 
increase in real wages per person employed in 1976. 
Real salaries in fact declined during the first half of the 
year,*® but partial data suggest that wage rates increased 
rather rapidly during the second half of the year and it 
is officially estimated that the yearly figures will show 
little or no decline in real wages.” 


Although, together with the balance-of-payments 
constraint, unemployment remains the main economic 
problem of Portugal, it did not worsen in 1976. If the 
arrival of returnees from ex-colonial territories is dis- 
counted ?°° unemployment might in fact have improved 
slightly. According to the most recent statement on this 
matter?" total unemployment represents about 14 per 
cent of the active population (i.e. more than half a 
million). Of these, 200 thousand were seeking their first 
employment, about 126 thousand were returnees, and 
178 thousand were “normally” unemployed. Only 208 
thousand were officially registered at the end of September 
1976 and of these only 27 thousand were entitled to 
unemployment benefits. 10? 


The minimum industrial wage, which had been fixed 
at 4,000 escudos per month in June 1975, was increased 


98 The declines were 3.5 per cent for rural salaries (men), 2.2 for 
industry and transport (Lisbon) and 10.1 per cent for civil con- 
Struction. 


a Preliminary data for September for industry and transport 
(Lisbon) show however a further deterioration in the real daily 
wage. 


100 The exact number is not yet known but the problem of re- 
employment of returnees is aggravated by the fact that the over- 
А: majority lack experience of either industrial or agricultural 
work. 


aa Statement by Mme M. da Silva, Secretary of State for Plan- 
ning, 27 January 1977. 
102 One of the few state funds showing a surplus in 1976 was that 


for unemployment insurance. The categories of people eligible for 
benefits has recently been enlarged. 


in January 1977 to 4,500 and a minimum agricultural 
“wage of 3,500 escudos was introduced for the first time 
also in January 1977. Another measure aimed at moder- 
ating the increases in money income and restraining 
consumption, was the extension to 18 months of the 
validity of collective contracts. 


After a growth of less than one per cent in 1975 GDP 
in Spain is estimated to have expanded in 1976 by no 
more than two per cent. This rate of output growth, 
however modest, stems entirely from the manufacturing 
sector where output had declined in 1975. Output in 
every other major sector increased at the same or at a 
lower rate than in 1975 and in one case—construction— 
output continued declining although at a lower rate. 


Agricultural production in 1976 increased by 1.5 per 
_ cent, the same rate as in 1975. This modest growth 

(well below the average rate of 3 per cent for the period 
1964-1974) is partly the result of unfavourable weather 
which mostly affected cereal production and wine. 
With the exceptions of rice (13 per cent increase) sorghum 
(16 per cent) and chick-peas, all cereal and leguminous 
crop production was below that for 1975. The main 
increases in vegetable production took place in fruit, 
potatoes and sugar-beet but these were not enough to 
offset other declines; thus the increase in agricultural 
production was due to the animal products sector (meat 
production increasing by 3.7 per cent, milk by 9 per cent 
and eggs by 8 per cent). The gradual adjustment of the 
structure of production towards the pattern of consump- 
tion has resulted in an improvement of the trade balance 
of agricultural products. Part of the improvement may 
be temporary as it was influenced by bad weather which 
caused both a reduction of previous surpluses of vege- 
tables and an increase in the production of certain 
animal products, which were associated with declines in 
the stock of cattle and sheep. The domestic terms of 
trade of the agricultural sector improved rapidly until 
May 1976 and then deteriorated very rapidly in the 
second half of the year. 


The recovery of industrial production in Spain has 
been very hesitant. For the year as a whole industrial 
production was 4 per cent above 1975.1 But the modest 
recovery has been uneven and subject to frequent set- 
backs, partly under the influence of widespread labour 
unrest.2° After a rapid rise during the second half of 1975 
industrial production (seasonally adjusted) fell sharply 
during the first quarter of 1976, recovered during the 
second and continued increasing during the third. Partial 
data for the last quarter suggest that output continued 
its recovery somewhat more slowly at least until Decem- 
ber 1976, when there was a new month-to-month 
(seasonally non-corrected) decline. The data on indus- 
trial orders, stocks, business outlook and capacity 
utilization also show a hesitant recovery. The stock of 
orders in industry declined fairly steadily from the 
third quarter of 1973 until the second quarter of 1975: 
there was a slow increase in the second half of 1975 


103 [п terms of national accounts the increase is about 3 per cent 


(see above). 

104 Working hours lost by strikes during the first three quarters 
of 1976 were 122 million, an increase of 360 per cent on the equiva- 
lent period of 1975. 


which was followed by a much faster recovery during 
the first quarter of 1976. Orders continued to increase 
until May 1976 when a slow period of decline started, 
which lasted until the beginning of the fourth quarter 
when the decline became very pronounced, ending in 
December at the same low level as in February 1976. 
Capacity utilization increased during the second half of 
1975 but declined again in the first of 1976 and recovered 
slowly in the second and third quarters. 


For industry as a whole, growth in 1976 is put at 3 per 
cent above 1975 but the behaviour of different branches 
has been uneven. Within manufacturing, food-processing 
stagnated, textiles declined slightly, clothing and footwear 
increased by 7 per cent, chemicals and basic metals 
expanded vigorously (20 and 18 per cent respectively) 
and capital-goods industries recovered moderately from 
the low activity levels of early 1975. Some branches 
were severely hit by the protracted recession, particularly 
shipyards with an estimated decline in production of 
about 20 per cent and capacity utilization below 70 per 
cent. Motor vehicle production, on the other hand, 
continued to increase moderately, but the profits of 
several enterprises in the sector have declined sharply 
during the last two years due to strict price controls. 


The output of public utilities has continued to expand, 
electricity production increasing by over 9 per cent in 
spite of a sharp decline in hydro-energy production 
resulting from the long drought. 


The construction sector continued at a low activity 
level throughout 1976 and was the only major sector 
where output declined. The causes of the decline of this 
sector, which started in 1974 and reached its lowest 
level of activity during the first half of 1975, are many. 
For the second consecutive year there has been a decline 
in subsidized housing construction (a fall of 22 per cent 
in the first three quarters of 1976); other housing has also 
declined. Publics works contracts at constant prices 
also declined in 1976 and the financial situation of con- 
tractors became serious as the unpaid arrears of public 
contracts tended to accumulate during the year. The low 
activity rates of the sector are also reflected in a high 
rate of sectoral unemployment (approaching 20 per cent 
towards the end of the year) and ш a small increase (less 
than 3 per cent) in cement consumption. 

According to provisional national accounts data 
(released in November) the service sectors grew in real 
terms in 1976 by no more than 1.8 per cent, which is 
below the increase of 1975 (3 per cent) and the average 
growth of 6.3 per cent in the period 1970-1974. It is clear 
that the stagnation of the tourist sectors and the depressed 
activity of most goods-producing sectors have adversely 
influenced the rate of expansion of services for the second 
year running. The only major sub-sector which seems to 
have continued to expand rather rapidly under the 
stimulus of sustained consumer demand is wholesale and 


retail trade. 


105 Tn the autumn of 1976 it was 82 per cent, eight points below 
the peak 1973 level (90 per cent) and four points above the minimum 
of the second quarter 1975. 

106 Strong measures of stimulus to this sector were taken in 
January 1977. 
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The main change in the pattern of demand in Spain 
in 1976 in comparison with 1975 was the emergence of 
foreign demand as an important support of growth. 
Exports of goods and services, which had declined in 
volume in 1975 by 2.7 per cent, increased by 7.7 per cent 
in 1976 and was the fasted growing segment of total 
demand, followed by both public (4 per cent) and private 
consumption (2.3 per cent). Next to the problem of 
unemployment, the decline of fixed investment expen- 
diture is one of the most adverse features of the present 
recession in Spain. The decline in investment has lasted 
longer and has fallen more than at any other time during 
the last fifteen years.1°? The seasonally corrected index 
of investment during the first quarter of 1976 was 7 
per cent below that for the same period of 1975; the 
decline continued in the second and third quarters (—2 
and —4 per cent respectively over the same period of 
1975), particularly for investment in machinery and 
equipment. Apart from general demand factors, the 
decline in the self-financing ratio of the enterprise sector 
may have influenced this trend. It should be borne in 
mind however that since 1974 there has been a consider- 
able redistribution of national expenditure as consump- 
tion has been growing more than GNP. This was reflected 
in a decline of domestic savings which were 21 per cent 
of GDP in 1973 and only 13 per cent in 1976. The net 
import surplus of goods and services increased from 
5.3 рег cent of GDP in 1973 to 8.6 per cent in 1974, 
but it fell to 7.7 in 1975 and 4.4 in 1976. The decline 
in the savings of the enterprise sector is mostly the 
result of a redistribution of income in favour of labour 1° 
but household savings have also declined rapidly. It 
seems that, contrary to the experience of some industrial 
countries, the desire to maintain consumption levels 
intact prevailed over the precautionary motive to raise 
Savings in the face of inflation.?° 


Wages continued to increase rapidly during 1976. For 
the last month available (September 1976) hourly money 
wages were nearly 31 per cent higher than a year earlier." 
However, the wage bill must have increased very moder- 
ately since hours worked in industry declined in the first 
half of the year by 7.5 per cent. 


According to the Ministry of Labour unemployment in 
November 1976 was 567 thousand or 4.3 per cent of the 
active population. Other estimates (which include 
people seeking employment for the first time) place the 
number of unemployed at the end of 1976 between 700 
and 800 thousand or 6 per cent of the active population.™ 
Every source shows a rapid increase in unemployment 
throughout the year. The data from the active population 
sample enquiry indicate that recession has influenced 


oe According to preliminary estimates, gross capital formation 
declined by 3.4 per cent in 1975 and by 1.4 per cent in 1976, when 
some stock accumulation seems to have occurred. 


108 Labour income (including social security contributions) in- 
creased from nearly 60 per cent in 1973 to about 64 per cent of Net 
Domestic Product (at facter cost) in 1976, a redistribution about 
equal to that of the previous decade. 

109 Tt seems also that the financial system of Spain is inadequate. 

nM Deflating the increase by the cost-of-living index the real in- 
crease is about 11 per cent. 


111 Е] Pais, 27 January and 20 February 1977. 


activity rates which declined during the first half of 1976. 
Unemployment (open and concealed) has become a 
particularly serious social problem in the south of the 
peninsula and in the Canary Islands where unemployment 
rates are sometimes two to three times higher than in 
the industrialized provinces. 


After becoming less acute during the second half of 1975 
inflationary pressures increased again in Spain during 
1976. Both the average increase in the cost-of-living 
index and the implicit price deflator for GDP show 
values very similar to those for 1975, but while the increase 
in consumer prices in the last quarter of 1975 over the 
corresponding period of 1974 was 14.7 per cent, in 1976 
the increase was 19.7 per cent. Although the internal 
causes of inflation remain the most important, the im- 
ported element also seems to have played an important 
role in 1976.42. Food prices increased faster than the 
average particularly during the first half of the year. 


For the third consecutive year the economy of Turkey 
expanded at a very rapid pace: the volume growth of 
GDP is estimated in 1976 at 8.2 per cent over 1975. 
Thus in 1976 GDP at constant 1968 prices was 28 per 
cent over that of 1973, a compound rate of growth of 
8.5 per cent. The very minor deceleration in the rate of 
expansion of output in 1976 compared to that for 1975 
was entirely due to the agricultural sector, which had 
increased its output in volume terms by more than 22 per 
cent in the two previous years. The industrial and service 
sectors grew more than in 1975. 


Valued at 1968 prices, agricultural output increased by 
3.8 per cent in 1976. The cereal crop was exceptionally 
good. Wheat production, which had increased by 34 per 
cent in 1975, expanded further (by nearly 7 per cent) in 
1976 and the rice crop was 6 per cent more than in 1975. 
Good results were obtained also in tobacco and sugar- 
beet (increases approaching 14 per cent in each case), 
olive oil (78 per cent increase) and forestry products 
(over 30 per cent). Animal production increased at the 
same rate as the sector as a whole and fishing some- 
what less. 


Industrial output increased as a whole in 1976 by 
11.5 per cent: mining grew relatively less rapidly (4 per 
cent) while manufacturing increased by nearly 12 per cent 
and public utilities by over 17 per cent. The slowing down 
in the growth of mining output (which was nearly 12 per 
cent in 1975) originated in the energy sector, while both 
metal and non-metal mining continued to expand rapidly. 
In manufacturing the largest increase in output was in 
industries producing mainly capital goods (an increase 
of about 18 per cent in volume) and, following general 
demand trends, the lowest rates of increase were in 
consumer-goods industries with intermediate goods 
industries in a middle position. Within consumer-goods 
industries only tobacco manufactures increased much 
faster than the average. Other manufacturing branches 
which expanded well above the average in 1976 were: 


_ '12 The average value of imported new materials (excluding petrol) 
increased strongly during the third quarter of 1976 and the price of 
imports in pesetas probably increased, for 1976 as a whole, between 
15 and 18 per cent. Moreover the 20 per cent tariff increase in 
October 1976 further contributed to the rise in prices. 


——— Seater arope 


fertilizer production (about 40 per cent), petrochemicals 
р (nearly 60 per cent), glass, ceramics, electrical and non- 
electrical machinery, rolling stock for railways and ship- 
building (about 77 per cent). 


Construction output in 1976 increased as rapidly as in 
the previous year (by over 8 per cent). Indirect indicators 
confirm the expansion of this sector. Thus cement 
production is estimated to have increased by nearly 15 per 
cent and construction permits (in terms of area) issued 
during the period January-May 1976 were 22 per cent 
more than in the same period of 1975. 


The acceleration in the expansion of the service sectors 
in 1976 was due essentially to transport and to financial 
and government services. Among the sub-sectors only 
transport expanded at a rate well above the average (13 
and 9 per cent respectively). 


The current deficit in 1976, measured in dollars and 
including transfers, remained practically stable: in con- 
stant 1976 lira prices it decreased from 5 per cent of 
GNP (at market prices) in 1975 to about 4.4 per cent in 
1976. This change was reflected in a deceleration of the 
growth of the total use of resources from over 11 per cent 
in 1975 to 6.6 per cent in 1976. This deceleration occurred 
in every major sector of domestic demand except public 
consumption which increased by 20 per cent in 1976 and 
by 13 per cent in 1975. The greatest relative deceleration 
in demand was in private consumption which increased 
by over 9 per cent in 1975 and about 4 per cent in 1976. 
Gross fixed capital formation continued to expand 
rapidly in 1976 (by 13 per cent compared with 17 per cent 
in 1975) but the deceleration was relatively more pro- 
nounced for private (9.7 per cent growth in 1975 and 
5.9 per cent in 1976) than for public fixed capital for- 
mation (25.9 and 20.4 per cent respectively). Although 
no constant price data are available for exports of goods 
and services, the foreign sector must have been the most 
dynamic element of total demand as exports of goods in 
dollars increased by nearly 50 per cent and at least 
half the increase is most probably due to an increase in 
volume. 


Data for wages and incomes are very scanty but con- 
sumption trends suggest that the increase in real incomes 
remained below that for 1975 (although the minimum 
wage was increased in June by 50 per cent)." 


Unemployment data for Turkey cover only a small 
share of the total of recorded and hidden unemployment. 
Nevertheless the number of registered unemployed rose 
between July 1975 and July 1976 by over 35 per cent." 
Although Government-assisted emigration increased 
rapidly during the first seven months of 1976 the increase 
in the number of registered unemployed probably 
reflects a continuation of net returns of emigrants. 


Inflationary pressure has eased for the second con- 
secutive year but the deceleration in price increases has 
been less marked than in 1975. Wholesale prices have 


113 About 40 per cent of non-agricultural wage-earners in 1973 
received the minimum wage. 

114 Total unemployment, including hidden unemployment, prob- 
ably exceeded 15 per cent of the active population in 1976. 


increased faster than in 1975 owing to large increases in 
the prices of textiles, hides, building materials and animal 
products. The good harvest had little positive influence 
on food prices, presumably because of the imbalances 
between supply and demand. 


(ii) Trade and payments 


The acceleration in the growth of output in Greece was 
not associated with a higher rate of increase in the value 
of imports, according to customs data relating to the 
first six months of 1976. The value of imports increased 
by 16.4 compared to 25.3 per cent in the corresponding 
period of 1975 over the first six months of 1974. This 
increase reflected the rise of import prices as the change 
in volume was negligible. 


Data relating to payments for imports in US dollars 
point to an increase of 10 per cent in the first eight months 
of 1976 compared to 8.1 per cent in the corresponding 
period of 1975 over the first eight months of 1974. There 
was a small decline in payments for imports of food. The 
acceleration in general economic activity was reflected in 
the rise of imports of intermediate products for industry 
and also of petroleum products and petroleum. Payments 
for imports of capital goods rose by only 4.5 per cent, a 
slower rate than in the first eight months of 1975. Imports 
of machinery (in current dollars) declined marginally 
over the first eight months of 1975. Customs returns 
show that in the first half of 1976 the volume of exports 
rose by 16.0 per cent, compared with 1.7 per cent in the 
first half of 1975 over the corresponding period of the 
previous year. The unit value index rose by 9.5 per cent 
in the first half of 1976 compared to 6.4 per cent in the 
corresponding period of 1975. As a result the current 
value of exports rose by 26.7 per cent in the first half 
of 1976 compared to 8.4 per cent in the first half of 1975 
over the corresponding period of 1974. 


Data relating to payments for exports, in the first 
eight months of 1976, show an increase in dollars of 
about 5 per cent over the same period of 1975, compared 
with a 20.5 per cent increase in 1975 over the correspond- 
ing period of 1974. This stability concealed divergent 
movements for the two most important components of 
Greek exports, textiles and tobacco. Exports of textiles 
in the first eight months of 1976 were 60 per cent higher 
than in the same period of 1975, while tobacco exports 
declined by 25.5 per cent over the same period. 


Provisional balance-of-payments data for 1976 point 
to a relatively small widening of the trade deficit. This 
was more than offset, however, by an increase of net 
receipts on invisibles. As a result, the country’s current 
account deficit declined slightly in 1976. The improve- 
ment on the balance of invisibles was mainly due to a rise 
in net earnings from travel. Emigrants’ remittances rose 
at a slower rate than in 1975; but net earnings from 
transport rose by about 5 per cent in 1976 following a 
small decline in 1975. The net inflow of capital declined 
in 1976 by some 14 per cent to 1,148 million dollars, 
while the foreign reserves remained practically unchanged 
for the second consecutive year. 


54 ; Recent economic developments in western Europe 


According to a recent ministerial statement in 
Portugal the current balance-of-payments deficit "8 in 
1976 could be about 0.9 billion dollars (compared with 
0.73 billion in 1975) and the over-all deficit about 1.1 
billion dollars. Опа c.i.f.-f.0.b. basis the official estimates 
show an increase in the trade deficit from 41 to nearly 
51 billion escudos but in dollar terms it has remained 
practically stable at nearly 1.6 billion dollars. Net 
tourist receipts are estimated to have increased substan- 
tially, not only because of the recovery in the inflow of 
tourists which took place in the second half of 1976, but 
also because of the decline in the number of nationals 
travelling abroad. The level of emigrants’ transfers (in 
escudos) is expected to remain at about the same level 
as in 1976 (which implies a small decline in dollar 
terms). 


Customs data show that in the period January- 
November 1976 commodity imports (c.i.f) in national 
currency increased by 23.5 per cent over the same period 
of 1975 and exports (f.0.b.) by 9.5 per cent. Valued in 
national currency the largest relative increases in imports 
were for chemicals and plastic materials (64 per cent) and 
mineral products (mostly crude oil) 31 per cent. Ma- 
chinery imports increased less than the average (by only 
17 per cent). Exports of wood and cork and their manu- 
factures increased particularly rapidly (30 per cent) but 
food exports also increased more than the average. 
Textile exports, which had grown rapidly during the last 
decade, increased in terms of national currency by only 
4.3 per cent which implies a decline in volume. 


According to recent official estimates’ the current 
balance of Spain in 1976 was in deficit by about 4.3 bil- 
lion dollars against some 3.5 billion dollars in 1975. 


Valued in current dollars, imports (c.i.f.) into Spain 
increased in 1976 by 7.4 per cent and exports by 13.4 per 
cent. Asa result the trade deficit on a customs data basis 
(c.i.f.-f.0.b.) reached 8,749 million dollars in 1976 com- 
pared with 8,572 million dollars in 1975. Both trade 
flows increased faster in value terms than in 1975, the 
acceleration having occurred mainly in the second half of 
1976. 


The small increase in the trade deficit (177 million 
dollars) was the result of a deterioration of the trade 
deficit in industrial products (including raw materials) of 
over 800 million dollars which was largely offset by an 
improvement of over 600 million dollars in agricultural 
and food products (mostly due to lower imports of sugar 
and vegetable oils). There were large increases of imports 
of crude oil "8 (nearly 26 per cent), textiles (24.5 per cent), 


115 Diario de Noticias, 18 January 1977. 


116 Tn terms of national accounts (at current prices) the current 
deficit, including transfers, reached a peak of nearly 16 per cent of 
Gross National Expenditure (at market prices) in 1974, declining to 
12 per cent in 1975 and to an estimated 11 per cent in 1976. 


Wt Ministerio de Hacienda, Е! Presupuesto у la Economia Espanola 
en 1977, Madrid, December 1976. 


118 Crude oil imports in 1976 increased in volume by over 18 per 
cent due to restocking in anticipation of price increases. Crude oil 
imports in 1976 accounted for over 25 per cent of the total import 
bill and for about 47 per cent of the trade deficit. 


aircraft (27.5 per cent) and chemicals and plastics (14.6 
per cent). Due to the sluggishness of investment, 
machinery imports declined slightly. There were higher 
than average increases in exports of agricultural and food ) 
products (14.7 per cent), textiles (18.1 per cent) and 
metals and metal products (23.4 per cent), particularly 
iron and steel products. Spanish imports from industrial 
countries generally increased less than the average (this 
was greatly influenced by the increase of crude oil imports). 
The only industrial country which increased significantly 
its share of the Spanish market is Japan (imports from 
which more than doubled in current peseta values); and 
Brazil also increased its share, mainly because of higher 
coffee prices. Spanish exports to industrial Europe 
increased rapidly (especially to Italy) and also to Japan. 
Exports to the United States increased less than average 
and may be affected in 1977 by the possible introduction 
of protectionist measures relating to footwear. 


The service account of the balance of payments did not 
develop very favourably in 1976. Cash payments data 
for the first ten months of the year show a decline in net 
tourist and travel receipts of nearly 14 per cent, but more 
recent data on tourist arrivals for the whole year indicate 
that the number of visitors remained at about the same 
level as in 1975. Thus tourist receipts for the year as a 
whole should be near those for 1975. Even taking into 
account the likely improvement of tourism income during 
the last quarter of the year, the net service surplus should 
have declined sharply in 1976 as a result partly of a large 
increase in royalty and technical assistance payments 
(which, in net terms may reach about 400 million dollars 
for the year as a whole) and partly of increasing pay- 
ments of investment income (which have more than 
doubled, increasing in the first ten months by 224 million 
dollars).“® Cash payments data for ten months show а 
small increase of 3.2 per cent in private (mostly emigrants’) 
transfers. 


The net inflow of private long-term capital declined 
rapidly in 1976 mainly because of a fall in direct industrial 
investment.”° New regulations simplifying the procedures 
for foreign investors were introduced in January 1977. 
The new rules, which are very liberal, nevertheless aim 
to avoid the financing of foreign investments by domestic 
savings. Foreign reserves declined between December 
1975 and December 1976 by 953 million dollars. 


According to official estimates the current account 
deficit of Turkey in 1976 was 1.8 billion dollars compared 
with nearly 1.9 billion dollars in 1975. This small net 
change (of some 80 million dollars) conceals a consider- 
able decline in the c.i.f.-f.0.b. trade deficit which was 
largely offset by a decline in net invisible receipts. The 
decline in the trade balance was the result of an increase 
in exports of almost 50 per cent accompanied by a modest 
increase in imports of 5.5 per cent; as a result, the trade 
deficit declined by nearly 440 million dollars. The deterio- 


119 The foreign debt was officially estimated at 10.6 billion dollars 
at the end of 1976 against 8.7 billion at the end of 1975. Servicing 
of the foreign debt has been recently estimated at 1.3 billion dollars 
in 1977 (Budget speech by the Minister of Finance). 


AY Authorized investment was halved in 1976 but the data are 
greatly influenced by the 1974-1975 Ford investment. 
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ration in the invisible surplus results mainly from a 
decline of about 260 million dollars (or 20 per cent) in 
workers’ remittances, increases in foreign enterprise 
profit repatriations and a decline of nearly 35 per cent in 
the net tourism and travel inflow which, at a level of 
30 million dollars, remains exceedingly small compared to 
its potential. 


The main increases in exports centred on agricultural 
products (particularly cotton and tobacco, the combined 
exports of which are expected to have doubled). Manu- 
factured goods exports increased by nearly 3 per cent 
mainly as a result of textile exports which rose by 89 per 
cent. 


Imports of machinery and mineral oils increased 
considerably faster than the average and large declines 
seem to have taken place for consumer goods and some 
intermediate goods, particularly iron and steel which 
declined considerably following the reintroduction of 
customs duties. 


(iii) Prospects and policies 


Although the rate of growth of total output was below 
its long-term trend in Greece in 1976 economic policy was 
successful in achieving a recovery based essentially on the 
growth of fixed capital formation which led to an in- 
crease in the country’s investment ratio, which had 
declined during the previous two years. 


A relatively high investment ratio was one of the most 
important features of the pattern of economic develop- 
ment in Greece in the post-war period and it may be 
considered the cornerstone of the country’s development 
policies. While this feature in the post-war period taken 
as a whole was, to a great extent, accounted for by 
foreign direct investment, in 1976 the rapid increase of 
fixed investment in industry does not appear to reflect 
significant foreign direct investment. This is a major 
departure from recent trends. Industrial growth is 
expected to continue in 1977 at a similar rate to that of 
1976. This may imply, if it is assumed that the growth 
of agricultural output is resumed in 1977, that the rate 
of growth of GNP may exceed that of 1976. According 
to the forecast in the government budget, both public 
consumption and investment expenditure will grow at a 
lower rate in 1977 than in 1976. Contrary to the results 
of 1976 and in line with those of 1975, the budget deficit 
will depend, to a great extent, on external financing. 
This, however, should not be diffcult to obtain. 


The economy of Portugal at the end of 1976 was 
characterized by many serious economic problems among 
which the more prominent are a high rate of unemploy- 
ment, a current account deficit equivalent to 11 per cent 
of GDP, a consolidated public sector deficit estimated 
for 1976 at nearly 14 per cent of GDP, and a rate of price 
increase in the neighbourhood of 20 per cent. To these 
problems, some of which have longstanding structural 
causes, were added after 1974 the negative effects of the 
world recession, the problems associated with decolon- 
ization, and the problems derived from major structural 


reforms which were basically reflected in the growing role 
of the public sector in the national economy and in 
extensive institutional changes, particularly in the agri- 
cultural sector. 


The Government is trying to tackle these closely-related 
economic problems within the policy framework of the 
Economic Plan for 1977, which incorporates the 1977 
budget, and by the elaboration of a medium-term plan 
(1977-1980) which should be presented to Parliament 
during the spring of 1977. 


The 1977 plan contains certain objectives which, in 
some cases, seem to represent general policy orientations, 
which will probably remain valid for more than one year. 
Thus the 1977 plan explicitly assigns first priority to the 
“satisfaction of basic social needs of the population” 
with emphasis on public investments aimed at public 
health, sanitation, education and social security. Other 
main targets are the lowering of unemployment, the 
reduction of the balance-of-payments deficit, the con- 
tainment of inflation, the attainment of a more equitable 
functional and regional income distribution, the continu- 
ation of agrarian reform, and the improvement of the 
financial situation of both public and private enterprises. 


The budget for 1977 12? foresees a current deficit of the 
non-enterprise public sector (i.e. central and local admin- 
istration, autonomous bodies and social security) of less 
than 20 billion escudos, which implies a halving in money 
terms of the current deficit for 1976. The current deficit 
of the central administration’s budget in 1977 (27.7 bil- 
lion escudos) remains virtually the same in money terms 
as in 1976 (28.2 billion escudos). The total deficit of the 
central Government (59.9 billion escudos) which is to 
be covered mostly by internal debt issues, is virtually the 
same as in 1976 (59.2 billion escudos). 


The main policy lines contained in the budget and the 
1977 plan were complemented and, to some extent, 
modified and supplemented by a series of decisions at the 
end of February 1977.%° This long series of measures 
conforms closely to the present stabilizing policies of 
most western market economies. The definition of clear 
boundaries between the public and private sectors of the 


121 The main quantitative targets in the programme are as follows: 
a rate of growth of GDP (at factor cost) of 5 per cent and in current 
prices of 20 per cent which implies a reduction of the increase in the 
price level of about 5 percentage points on that of 1976; maintain- 
ing private and public consumption in real terms at the same level 
as in 1976; an increase in total enterprise investment of 33.2 per cent 
in real terms; a decline in the current deficit of the public sector to 
about 3.2 per cent of GNP (from over 8 per cent in 1976); a reduction 
of the trade and services current deficit to 9.8 per cent of GNP 
(from 11 per cent in 1976); a reduction of the current deficit in- 
cluding transfers (expected to increase by 30 per cent) to 22 billion 
escudos i.e. 3.7 per cent of GNP; an increase in the volume of exports 
of over 11 per cent with seemingly little or no change in the volume 
of imports; the continuation of the process of agricultural land 
reform (over 700 thousand hectares liable to expropriation); and 
the establishment of a ceiling of 12.5 billion escudos for subsidies 
and of 53 billion escudos for transfers to households (including in 
these 40 billion for social security institutions). 

122 The budget will be revised before June. 

123 Among the February measures, which applied policies announ- 
ced in the Plan document, are the establishment of import quotas 
on luxury goods and the establishment of strict price controls on a 
series of essential goods defined as ‘Ве purchaser basket’. 
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economy (which started with the decree law 907/76 of 
February 1977) and which implied the return to private 
ownership of a considerable number of enterprises, is 
apparently to be pursued in the framework of a mixed 
economy in which there will be “competition and co- 
existence of the public and private sectors” #4 and which, 
given the open character of the Portuguese economy and 
the geopolitical circumstances “‘cannot ignore the stimuli 
of the market есопоту”.125 


The outcome of the various measures is difficult to 
estimate particularly since their main effect is expected to 
operate through a change in the expectations and con- 
fidence of private enterprise. The devaluation of the 
escudo may facilitate the fulfilment of the target of 
reducing the foreign deficit—although not before the 
second half of 1977—but the inflationary effects of the 
devaluation might imply a greater rate of inflation than 
that foreseen in the 1977 plan. The increase in prices and 
the concomitant erosion of real household incomes could 
well imply a decline in consumption expenditure. If such 
is the case it could well be that the investment targets will 
be also under-fulfilled. 


As in many other countries, economic policies in Spain 
during 1976 tried to strike a balance between the need 
for higher activity and the need to contain inflationary 
pressures and keep external disequilibria within certain 
bounds. The very modest over-all growth target set at 


124 Prime Minister Soares’ speech, Diario de Noticias, 1 March 1977. 


125 Among the most important measures taken are the following: 
(1) Measures which aim at a correction of the precarious balance- 
of-payments situation: devaluation of the currency by 15 per cent; 
increase in the rate of discount of the Central Bank from 6.5 to 8 
per cent; introduction of quantitative import controls on less 
essential goods; increases in the internal turnover tax on luxury 
goods (which will apply equally to home-produced and foreign 
products); increase in the number of goods subject to the luxury 
goods import surtax of 60 per cent; stimuli to exporters by the 
introduction of several new fiscal schemes and the extension and 
simplification of the present draw-back system; creation of a guar- 
antee fund to insure exporters against foreign exchange fluctuations; 
mandatory use of ships under the national flag in trade operations 
carried out by public entities. (2) Measures aimed at stimulating 
both investments and saving (the Stock Exchange was reopened to 
equities on 1 March 1977): creation of new types of savings certifi- 
cates (incorporating life insurance schemes) and reshaping of rules 
relative to the establishment of annuity contracts; the granting of 
new benefits and easier anticipated withdrawals of time deposits; 
opening of time deposits in convertible escudos for emigrants; 
creation of new treasury bonds with flexible interest rates between 
4 and 14 per cent; granting of a waiver of interest rates on loans 
granted to increase productive capacity or scrap obsolete equipment; 
fiscal stimuli granted to enterprises which prove their efficiency by 
concerted action agreements; payment of indemnities to foreign and 
national owners of nationalized enterprises, accompanied by resti- 
tution of outstanding debts to the state or official credit institutions 
by these enterprises (indemnities to foreign owners will be fixed 
before 30 April 1977 and arbitration on disputes 30 days after the 
assessment); and increases in agricultural credits and grants to the 
IAPMEI (Institute of Stimulus to the Small and Medium-Sized 
Enterprises). (3) Prices and social policies: the main measure is to 
guarantee (if necessary by means of using 9 billion escudos of sub- 
sidies) the stability in the prices of the goods which enter into the 
legally defined “purchaser basket’. The price controls on other 
goods subject to control shall be carried out а posteriori. Other 
price controls are apparently relaxed. In the field of social policies 
other outstanding measures are the extension of unemployment 
benefits and social security to independent workers and the increase 
in old-age and retirement pensions. 


the beginning of the year (2 per cent growth of GNP) was 
achieved but inflationary pressures have remained very 
high. The external current deficit (in dollar terms) has 
increased considerably,* and capital formation has. 
continued to decline. To a great extent the ambiguity of 
economic policies at certain times in 1976 was a result not 
only of political changes but also of difficulties in 
appreciating the strength of the economic recovery which 
was very hesitant throughout the year. 


Government policy was strongly expansionary during 
the first half of the year but the deficit of the public sector 
as a whole was brought down from a first estimate of 180 
billion pesetas (or 2.6 per cent of GDP) to an estimated 
130 billion, and later still (December 1976) has been 
estimated at 100 billion or 1.5 per cent of GDP. Credits 
to the Treasury by the Central Bank, which reached 
38 billion pesetas at the end of May, were reduced to 
only 3 billion in October 1976. Monetary policies changed 
repeatedly with restrictive periods (during the first two 
months of the year and again in April) alternating with 
more expansive ones (in February and again in Sep- 
tember 1976). 


Apart from the general fiscal and monetary policies and 
the adjustment of the margin of intervention for the 
exchange rate, which took place in February 1976,” 
several measures were introduced during the summer of 
1976. A new package was introduced in October 1976 
and in the (November) budget, and further measures were 
introduced in February 1977. Amongst the most im- 
portant measures introduced before October were the 
release of 25 billion pesetas of special short-term anti- 
cyclical budget funds, the extension of fiscal benefits for 
exporters and for investments geared to export activities, 
the establishment of individual credits for private social 
housing construction, the extension of fiscal benefits to 
investments carried out during the year, measures to 
stimulate portfolio purchases on the stock exchange, 
extension of certain price controls and allocation of 
24 billion pesetas of subsidies to agriculture for land 
improvement so as to lower the prices of certain essential 
foodstuffs.128 


The budget for 1977 plans to increase total expenditure 
by 19.4 per cent over that of 1976 (17 per cent for current 
and 25 for capital expenditure). The increase in the share 
of capital expenditure is obtained by a reduction of the 
share of transfers. State saving is expected to increase 


126 The most recent data show that the current deficit has declined 
as a proportion of current price GDP from 7.7 per cent in 1975 to 
only 4.4 per cent in 1976. See the “Programme of Economic Policies 
for 1977”, El Pais, 23 February 1977. 

127 Reviewed in the Economic Survey of Europe in 1975. 


128 The set of measures enacted in October include: a price freeze 
on a certain number of essential goods until the end of September 
1977; salary increases for the lower paid limited to the increase in 
the cost-of-living index plus 2 per cent, for medium salaries to the 
extent of the increase in the cost of living, and for higher salaries 
(of over 700 thousand pesetas) no increase at all; a rise of the mini- 
mum wage; a freeze on distributed profits; new labour relations 
regulations authorizing certain dismissals of labour; a 20 per cent 
temporary increase in tariffs; a 10 per cent increase in personal 
income tax rates; and certain measures to reduce public expenditure, 
Save energy and promote regional development and investments in 
national machinery and equipment. 
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strongly representing 28 per cent of current income. The 
‘social security budget, which is independent of the state 
budget,”° presents for 1977 an increase of nearly 22 per 
cent on that for 1976. 


The new economic programme presented to the press 
by the Minister of Finance on 22 February 1977 contains 
statements of intent to promote certain legal and insti- 
tutional changes. There is also a description of specific 
policy measures to achieve certain broad goals reflected 
In a macro-economic forecast for 1977 by broad sectors 
of demand and output. 


The introduction of the programme states that the 
economic growth model which had been followed since 
1959 and which had led to high rates of GNP growth 
until 1973 “сап be considered extinct and is not at present 
a valid plan’. The alternative is a new model which will 
“improve market mechanisms” and at the same time 
“strengthen the action of the public sector’. The main 
targets to be achieved in a period of “‘two to three years” 
include a slowing down of inflation, the achievement of 
balance-of-payments equilibrium and full employment, an 
increase in general productivity and in the competitiveness 
of the economy, a reduction in regional inequality and 
an improvement in the quality of social and cultural life. 


For 1977 the programme envisages a small decline in 
the rate of inflation, a moderate rate of growth of GDP 
(3.5 per cent), a recovery of investment (3 per cent growth 
of gross capital formation) and a reduction of the current 
import surplus to 3.2 per cent of current GDP. 


The programme contains a list of 49 measures which 
will be implemented in the short run. They cover con- 
crete fiscal and monetary policies, prices and incomes 
policies, regional and foreign sector policies, etc. The 
most important measure is the increase of 50 billion 
pesetas in public-sector investments to be carried out in 
1977: this represents a 43.6 per cent increase in the state 
budget investment expenditure over the November 
budget.*° 


It is obviously too early to judge the effect of the 
measures adopted. The targets which have been widely 
challenged as unrealistic by the economic press, have been 
those for the current deficit and investment, particularly 
private investment. If a climate of confidence is restored 
there is no reason to suppose that there are insurmount- 


129 Total expenditure of the social security budget in 1977 repre- 
sents a sum nearly equal to the total central administration budget 
income. 

130 Other policy measures of importance whose implementation 
has already started are: the extension of the July measures to stim- 
ulate investment; the abolition of the minimum size for the establish- 
ment of industries and the liberalization of regional location; the 
legalization and extension of the activity of /easing firms; the authori- 
zation to deduct losses from profits for taxation purposes of holding 
firms; the reduction of housing rents in the tax assessable benefits 
of housebuilding firms building social housing; the raising of the 
ceiling for increases in credits to the private sector of 23 per cent and 
in total liquidity of 21 per cent; the liberalization of interest rates; 
various measures of tax rebates to exporters, and an extension of 
250 billion pesetas of export credits to cover the financing of exports 
of intermediate and consumer goods (previously only capital goods 
exports benefited from prefinancing credits); and extension of the 
price controls introduced in 1976 and of new subsidies on essential 
consumer goods. 


able obstacles to the achievement of the broad macro- 
economic targets for 1977. The 13 per cent increase in 
the current value of imports seems low considering past 
import elasticities in periods of recovery but it seems 
clear that the replenishment of stocks of raw materials 
in 1976 was very large and this might moderate import 
growth. Moreover, export growth seems, if anything, 
underestimated in view of the stimuli granted. The main 
doubts arise perhaps on the possibility of extending at 
very short notice the public investment programme 121 and 
of limiting the rate of general price increase to 15.8 per 
cent. If confidence is restored an increase in private 
investment might make up an underfulfilment of the 
extremely ambitious public investment programme and 
the industrial sector could then expand by more than 
the modest rate (4.2 per cent) foreseen at present. 


Among the south European countries which are less 
developed from an economic point of view Turkey is the 
only one where the rate of expansion has been practically 
unaffected by the recession. Moreover, although still 
remaining high, the rate of price increase has slowed 
down during the last two years and the current balance- 
of-payments deficit has remained within manageable 
bounds. The least positive aspects of the recent trends 
are the slowdown of fixed capital formation (particularly 
of private) and the fact that the improvement of the 
balance of trade was due mostly to the depletion of 
unsold stocks of cotton and tobacco rather than to an 
increase in exports of manufactures. In a long-term 
perspective the most serious structural problem of the 
Turkish economy remains the lack of balance between 
the fast growing manpower supply and the domestic 
demand for labour. Some new possibilities for emigration 
have emerged in the Middle East petroleum producing 
countries: these new labour markets have increased 
rapidly during the last two years but they are no sub- 
stitute for the previously buoyant labour demand of the 
industrial western countries. The main dangers for 1977 
seem to be a likely acceleration of inflation caused by 
an increase in the public sector deficit and from a deterio- 
ration of the balance of payments which might worsen 
more than is officially expected. 


The 1977 economic programme foresees а small 
deceleration of growth, GDP increasing by 7.3 per cent 
compared with 8.2 per cent in 1976. Most output sectors 
are expected, however, to expand at a rate near to that 
achieved in 1976: the main exceptions are agriculture, 
which is expected to slow down, and mining, which should 
increase much faster than in 1976. The most dynamic 
support to output expansion from the demand side 1$ 
expected to come from investment on account of public 
sector investment (which should increase by 41 per cent); 
which should offset deceleration of the growth of private 
fixed investment which is expected to increase by 6 per 
cent (against 12 per cent in 1976). Private consumption 
is expected to increase at the same rate as in 1976, while 
the growth of public consumption should fall from 20 per 
cent in 1976 to about 8 per cent in 1977. The current 
deficit is expected to increase to 4.9 per cent of GNP 


131 Such measures as the renewal of the asphalt surface of all main 
roads show a certain haste to increase expenditure on public works. 
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(against 4.4 per cent in 1976). Commodity exports, in 
current dollar value, are expected to be 19 per cent above 
1976 and imports 16 per cent up. Domestic saving is 
expected to increase rapidly, private saving by 20 per cent 
and public by more than 25 per cent. 


The targets set out in the consolidated public sector 
budget for 1977 appear very ambitious. Total expen- 
diture (at current prices) is expected to increase by 41 per 
cent mainly on account of investment (an increase of 
84 per cent), but also because of rapidly increasing 
transfers (47 per cent). Tax receipts are put at 35 per cent 
above those for 1976 and total public sector receipts at 
40 per cent. As a result, the consolidated financial 
deficit of the public sector as a whole will increase from 
27.5 billion Turkish lira in 1976 (representing 4.2 per 
cent of GNP) to 51.2 billion (around 6 per cent of current 
price GNP in 1977, assuming no great change in the rate 
of inflation). Most of this deficit and its increase result 
from the current working deficit and increased capital 
expenditure of the state enterprise sector, the deficit of 
which is estimated to increase from 46.7 billion Turkish 
lire (or 7.6 per cent of GNP) in 1976 to 85 billion Turkish 
lira (about 10 per cent of GNP) in 1977. In the short run 
the main difficulty and challenge for policy makers in 
Turkey will be to try to fulfil this ambitious programme 
while preventing inflation from worsening. The main 
doubt at present arises from the increasing dependence 
on external sources for the financing of the public sector 
deficit. These sources covered 14 per cent of the total 
deficit in 1976 and are expected to finance over 20 per 
cent in 1977. 


(iv) Yugoslavia 


GENERAL TRENDS AND POLICIES 


Yugoslav economic policies are motivated by the need 
to ensure a high growth rate of output in order to keep 
unemployment from increasing more than cyclically. In 
normal circumstances a rate close to 7 per cent suffices 
(some 9 per cent for industry), but when there is a reces- 
sion in the western countries, which accelerates the return 
home of Yugoslav labour employed there, a still higher 
rate is needed. The Government is also obliged to ensure 
a certain level of international liquidity so as to preserve 
the creditworthiness of the country. 


Until 1974 it was possible to meet both targets. But 
in 1974 and partly in 1975 expansion was stimulated 
despite the fact that the recession in the west aggravated the 
Yugoslav balance of payments. This was done in order 
to absorb at least a part of the returning labour from 
abroad. Consequently, the foreign currency reserves 
declined to a critically low level and the growth of 
national debt accelerated. 


In part of 1975 and in most of 1976 the Government 
was obliged to deal with the balance-of-payments problem 
and, for this reason, restricted demand. As a result the 
rate of growth of non-agricultural output slackened 
sharply and unemployment increased. This led to a 
substantial improvement in the balance of payments in 
1976 and the foreign currency reserves rose to a record 
level. Thus, an accelerated expansion could be рег- 


mitted towards the end of 1976. Employment has again 
become the principal preoccupation of the authorities 
who intend to further stimulate growth in 1977. 


Inflation was another problem in 1976. It threatened 
efficiency, savings and exports, and also complicated 
planning. The restrictive policies more than halved its 
rate and brought it down to 10 per cent in 1976. 


THE GROWTH OF OUTPUT AND EMPLOYMENT 


The growth of total output was adversely affected in 
1975 mainly by a setback in agricultural output and in 
1976 by a slackening in the expansion of industrial 
output and construction (table 3.2). Construction never- 
theless increased fast largely because of its activity abroad 
which in 1976 exceeded the $700 million reported in 1975. 
The recovery of agricultural output also contributed to 
growth in 1976. 


For a number of years an improvement in the structure 
of output has been the principal task of Yugoslav in- 
dustrial policy. The aim has been to slow down the 
increase in the dependence of industrial growth on 
imports of industrial materials as an excessive rise in 
this dependence has become the principal source of the 
balance-of-payments difficulties. Some results have been 
reported concerning capacity formation but this has not 
shown up much in terms of output because of restrictive 
demand policies. 


Fluctuations in agricultural output were due to both 
economic policies and to the weather. Considerable 
deterioration in the agricultural terms of trade and in 
sales occurred in both 1974 and 1975 and this contributed 
to the setback in agricultural output in 1975. The terms 
of trade improved in 1976 but the ground lost in the 
preceding two years was not fully recovered. In the 
sectors where the terms of trade improved more sub- 
stantially, notably cereals and industrial crops, output 
increased in 1976 by as much as 8 per cent. Adverse 
terms of trade and also the EEC’s blockade of meat 
imports adversely affected livestock production which 
stagnated in 1975 and declined slightly in 1976. 


Non-agricultural employment increased in 1976 by 
3.6 per cent to reach 5.2 million. In industry and con- 
struction, employment increased at a slightly lower rate 
than output. Enterprises recruited new labour for 
manning new plant, in the hope that the recession abroad 
and the restrictions at home would be short-lived. In 
services, employment increased by more than 5 per cent, 
mainly in areas where services are considered inadequate. 


In November 1976 the number of unemployed receiving 
some kind of social benefit was 254 thousand compared 
with 223 thousand a year earlier.%* During 1974-1976 
some 200 thousand workers returned from abroad and 
some of them resumed farming. The number of vacancies 


*82ECE, Statistical Indicators of Short-term Economic С hanges, 
United Nations, Geneva. Current Yugoslav statistics indicate that 
637 thousand people were looking for jobs in 1976 (540 thousand 
in 1975) of which 378 for the first time (322 thousand in 1975). These 
are gross figures and include people who have already a job but are 
looking for another one better paid and more conveniently located 
(this applies especially to farmers). 
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TABLE 3.2 


Yugoslavia: selected indicators 


Se ee ee ND ОИ и Ls мечи Ее 


Average 
annual 
percentage 
change 
1962-1972 


Absolute amount 


Annual percentage change 


1974 


1975 


Output, volume (billion dinars) 
GNPAVOlUMmers <. auione г мн Е. 306.3 6.7 
Edusirial output. < Le ect be oe kl 112.3 8.8 a te т о 
of which: 
Consumer РОО erat о > 9.6 6.0 10.7 4.0 3.0 
Capital goods Sa: ee ee, ИЯ 8.7 6.0 12.0 14.0 6.0 
mrniermediate products -7).5 7.0). Fs SO thes) 6.0 11.0 4.0 2.0 
Industrial’output per worker © = 3°. . 2 92... 55 3.0 5.8 0.9 0.2 
Construction Us deb wit Ong aN a kegs aap are ae a 26.6 97 —2.0 7.0 13.0 6.0 
ASricwltutalioutputiten ева Ак 62.3 2.55 7.0 6.0 —3.0 3.0 
Foreign trade, value ($ million) 
Exports fo.b A RY FPS ees et а и 2 852 27) 28.0 33.4 7.0 20.0 
TORTS ЕР eats ee Е Rey пя 4511 13.8 39.0 67.2 2.0 —4.0 
Gold and foreign currencies® .......... 1 810 1810 1 450 1150 2 700 
Expenditure, volume (billion dinars) 
Gross fixed investments ...... 86 5.8 27 9.0 9.0 2.0 
ое с оо Ро а не 169 6.7 2.8 7.8 3.4 Sia0/ 
Gollective:consumption’. .< > 2.46%, «1. 20% 27 53 4.6 US 93 6.0 
ва бое ее Чета mem... 8 oy. cl ее 282 6.7 4.0 8.0 4.5 3.4 
Employment (thousands) 
Non-agricultural employment . 4 306 Dall 2.3 4.8 5.4 3.6 
Registered unemployed? .. . ee a 172 172 189 235 2a 
Vacancies? . . ee ee ce ee 53 53 58 59 52 
Wages (billion dinars) 
IeaNearnii оз PCr Mead Mme ch ео. 7.0 —3.0 5.6 —0.7 3.4 
IMOMIMaALINCOMEG wes seers 2s «ie - ae aan 216 18.7 34.0 31.0 19.0 
Personal disposable INCOME sos... ©) se 200 B22 35.0 27.0 
IEIGUISCHOLGRSAVINGS fe Aur Gee Gyre GS fs) Gas 15 ¢ 25.3 28.7 30.4 29.2. 
Prices 
Retail prices APR ceo ee 12.0 18.6 25:9 26.2 9.5 
Producer prices of industrial products TP 13 29.4 22.1 6.1 
16.0 24.9 14.0 13.4 15.0 


Producer prices of agricultural products 


i ЫЫДХШ&ШБ6&6&®>›‚йПЩЙ6&ё&ё$58686&6Д<6<6ФШЪдддд——__—о_—о_о_оо_о_о_—_к_к_к—к—к_к_к_к_к—к_к_к_кк_к_—_—_—_—_—_—_—_—_—_д—_кдкдкдкдкдккккд 


Sources: National statistics. 
@ Index of physical volume. 
> Based on average for 1962/63 and 1972/73. 


declined from 59 thousand in 1975 to 52 thousand in 
1976. The existence of vacancies can be explained by an 
inadequate organization of labour market services for 


migrating workers. 


SOURCES OF GROWTH 


With an accelerated increase in volume of 15.4 per cent, 
exports became the most dynamic demand factor in 1976. 
However, a considerable part of it was fed by declines in 
stocks. Since at the same time import volume fell by 
5.5 per cent, foreign trade as a whole contributed con- 
siderably to the expansion of demand in 1976. However, 


¢ End of year total (in $ million). 
а End of year total (in thousands). 
е Increase. 


the decline in imports, especially in imports of inter- 
mediate products, affected supplies and thereby the 
growth of industrial output, which is very sensitive to 
these changes. 


Final domestic demand increased somewhat less fast 
than the social product (table 3.3). Collective consump- 
tion grew at a substantially lower rate than in 1975 but 
nevertheless fast. Its progress was linked to a rapid 
increase in nominal income and to a progressive tax on 
this income. Moreover, the budget deficit also increased 
and a rising part of it continued to be financed by bor- 
rowing from the National Bank. 
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TABLE 3.3 


Yugoslavia: the balance of payments 
(Billion US dollars) 


January- 

October 
1974 1975 1976 
Mirade) balance пе —3.73 —3.63 —1.96 
ENEMY, 95 & Gan @ 6 ¢ 3.81 4.07 3.96 
LEMON, о. Goo bo 7.54 7.70 5.92 
Services and transfers, net . . . 2.50 2.65 2.43 
RSMEANS, 5 5 oo 6 ов oF 1.62 1.70 1.62 
SLOULISIMU eee och ре 0.70 0.77 0.70 
тапзроманов дев, eee. 0.37 0.46 0.33 
Investment income, net —0.19 —0.28 —0.22 
The balance оп the current account —1.23 —0.98 0.47 

The capital account, errors and 

OMISSIONS Зы © ee re: 0.79 0.68 0.72 
IResenveichar Sess Ne tin в. —0.44 —0.30 1.19 
Total reserves of the National Bank 1.45 1,15 2.34 


Sources; National statistics and press reports. 


Personal consumption increased by 3.7 per cent, a rate 
similar to that in 1975. Nominal wages expanded less 
than in 1975 (15 and 24 per cent respectively) while real 
wages rose by 3 per cent in 1976 after a slight fall in 1975. 
Transfers from abroad rose slightly in nominal terms but 
declined in real terms. The volume of individuals’ savings 
increased at an accelerated rate but a larger proportion 
came from people with higher incomes. Hire-purchase 
credits, which affect sharply the purchases of lower- 
paid people, had been cut earlier in the year but were 
raised towards the end of the spring. This, together with 
certam reductions in the turnover tax and an increase in 
farm income in the second half of the year (with output 
and prices rising by 3 and 15 per cent), was the principal 
factor that stimulated population purchases after the 
spring. However, the immediate effects of this spending 
were on stocks more than on the current output. For the 
years as a whole, the growth of output of consumer 
goods slackened from 4 per cent in 1975 to 3 per cent in 
1976. The export surplus of those goods increased since 
exports and imports grew by 20 and 16 per cent respec- 
tively. 


Investments in fixed assets slackened sharply and became 
the least dynamic demand factor in 1976. They were 
discouraged by limited demand at home, a high level of 
stocks, hesitations in housing and uncertainties about 
how far the buoyant demand in foreign markets would 
continue. Also, the financial conditions of enterprises 
deteriorated in 1976. First, their retained earnings 
declined by 30 per cent. Producer prices increased less 
fast than wage costs and taxes (which are levied in pro- 
portion to the wage bill) with the result that enterprises’ 
margins declined. The redefinition of enterprises’ income 
for distribution in terms of actual receipts instead of 
sales invoices further narrowed their capacity to accumu- 
late investment funds. The obligation to revalue 
stocks in line with rising prices further reduced the 


resources available for fixed investment. Secondly, the 
investment régime was made more rigorous with the re- 
quest that new starts be covered fully with the necessary 
funds and that banks should not issue guarantees and 
grant new credits beyond their lending capacity. Thirdly, 
the inflow of foreign resources available to enterprises 
declined. The slight increase in investment that actually 
occurred was possible because bank credits increased 
somewhat. The growth of output of capital goods 
slackened from 14 per cent in 1975 to 6 per cent in 1976; 
their import surplus declined as exports expanded by 
20 per cent and imports declined by 5 per cent. 


Monetary policy was, on the whole, restrictive although 
the supply of money rose by some 40 per cent. This 
apparent contradiction was due mainly to the mone- 
tization of the economy so that a large part of the increase 
in money supply was required for cash transactions. A 
reform introduced early in 1976 suppressed lending among 
enterprises in kind. It is now required that all transactions 
should be made in cash, cheques, letters of credit, bills of 
exchange or any other bank paper readily convertible 
into money. This reform, together with a more realistic 
evaluation of stocks and an increased preference of the 
population for liquid assets, has necessitated the holding 
of a larger amount of liquid funds. Monetary policies 
became particularly restrictive through delays in pro- 
viding adequate money supplies after this reform had 
been introduced. Initially the reform slowed down 
producer sales, which affected output. 


PRICES AND COSTS 


The implicit price deflator of GDP in 1976 rose by 
9.6 per cent which was half the rate in 1975. There was 
an even larger fall in the rate of increase of retail prices, 
from 26 to 10 per cent. The increase in agricultural 
producer prices was deliberately accelerated but that of 
industrial producer prices was considerably reduced. 
The slowdown in price increases was related to a slow- 
down in cost increases, to a deceleration in the growth of 
domestic demand (it grew less than output), and to a 


lowering of the turnover tax on a number of consumer 
goods. 


Nominal wages rose less fast than in 1975, by 15 and 
24 per cent respectively. This affected the tax payments 
of enterprises which are levied in proportion to the wage 
bill. However, productivity increased only slightly. Thus, 
incomes policies were not effective in closely linking the 
growth of nominal wages to changes in productivity. 
However, one change was to switch the tying of wage 
negotiations from expected to past earnings of enter- 
prises and to actual money receipts; this limited the scope 


for wage increases. Import costs and interest rates 
hardly changed. 


Enterprises’ capacity to raise prices in 1976 was 
limited by a slow growth of domestic demand, excessive 
stocks, a small depreciation of the national currency and 
the reform of the monetary system. Because of the 
increase in unit wage costs there was thus a fall in profit 
margins. The administration often intervened in order 


to encourage the adjustment of domestic to world 
market prices. 


—— 


THE BALANCE OF PAYMENTS 


- 


After the stagnation of the preceding two years, the 
volume of exports rose by almost 16 per cent in 1976. 
Sales of almost all major product groups in the markets 
of industrialized countries (plus 25 per cent) were respon- 
sible for this increase. In contrast, import volume con- 
tinued to decline for the second year in succession (by 3 
and 6 per cent in 1975 and 1976 respectively); the fall 
centred mainly on intermediate products and capital 
goods purchased in the industrial market economies. 
After a setback in 1974, the Yugoslav terms of trade 
continued to improve slightly. The Yugoslav trade 
deficit declined substantially, most of it in the trade with 
industrial market economies (table 3.3). 


The surplus in services continued to increase. Workers’ 
Temittances and tourism rose in value although they 
declined in real terms and there was a substantial increase 
in earnings from transport and construction services. As 
a result the current account was reversed—from a deficit 
of almost $1 billion in 1975 to a surplus of $350 million 
in 1976. The inflow of capital continued and foreign 
debt reached $7.2 billion ($4.4 billion in 1974). However, 
the debt service (the ratio of credit repayments and 
interest payments to total receipts in convertible cur- 
rencies) declined during the same period—from 23.3 
to 19.0 per cent. Moreover, foreign currency reserves 
increased sharply (to $2.7 billion, including the reserves 
of commercial banks). 


A major factor behind the improvement in the trade 
balance was the economic recovery in western countries 
and the simultaneous slackening of demand in Yugo- 
slavia. Also, large stocks were available at the beginning 
of 1976 and these permitted enterprises to respond 
quickly to rising export opportunities and to increase 
their output without increasing imports very much. 
Export financing was eased—for example, the credit 
discounting for export purposes was raised from 50 to 
70 per cent and the repayment period was lengthened. 
A small increase in Yugoslav prices and a slight devalu- 
ation of the domestic currency also helped exports. 
Imports were restricted by various taxes and surcharges 
which on average raised the degree of protection by 16 per 
cent. However, the proportion of free imports was 
roughly maintained—65.2 per cent of total imports in 
1976 as compared with 66.7 per cent in 1975. Only 7 per 
cent of imports was subject to individual quotas. 


PROSPECTS 


According to official projections the expansion of 
total output will accelerate to 5.5 per cent in 1977 
(table 3.4). The growth rate of industry should almost 
double (to 6 per cent) and that of agriculture should be 
about the same as in 1976. By Yugoslav standards these 
are relatively modest targets and most certainly they are 
below full capacity growth rates. (An unofficial forecast 
is more optimistic: it expects industrial growth to accel- 
erate to 10 per cent in the first half of 1977 and to slow 
down subsequently only slightly.) 


Industrial output and construction actually accelerated 
to 11 per cent in November and December 1976. Supplies 


will be further improved by imports, the growth of which 
has recovered, reaching some 6 per cent in the latter 
months of 1976; their growth is expected to accelerate 
to 8 per cent in 1977. The deficit on current account may 
reappear but no financing problems are expected. 


The projections are supported also by the trends in 
domestic demand which are reported to be accelerating. 
Sharp shifts have occurred in investment spending which 
declined in the earlier months of 1976. With the improve- 
ments in demand and financing, investment recovered 
by mid-1976 and then grew by some 5 per cent later in 
the year; an increase of 6.8 per cent is projected for 1977. 
The consumption of the population stagnated earlier in 
1976 but increased by more than 5 per cent in the second 
half of the year; a growth of 4.5 per cent is envisaged for 
1977. Only the growth of public consumption has been 
slackening and this has reduced the tax burden on enter- 
prises. In the course of 1976, stocks declined considerably 
with the result that spending now affects output more 
strongly and more promptly. The flow of payments and 
output will be smoother now that the time-lag needed 
for the new payments system to become effective has 
ended. The growth of exports slackened towards the end 
of 1976 but an increase of 8 per cent is planned for 1977. 
The planners have taken into account the recent lowering 
of the forecasts of recovery in the western economies and 
also that domestic demand pressure has increased. 


A projection for a somewhat longer period (1976-1980) 
is provided by the current five year plan (table 3.4). An 
acceleration is expected in the rate of expansion of all the 
major sectors of demand and particularly in investment. 
The same is true of output but primarily of industry. 
Industrial policy will continue to emphasize improvements 
in structure. Thus, the output of energy, basic metals and 
chemicals should grow a great deal faster than that of 
manufactured products (as compared with 1971-1975). 
Income for distribution is planned to increase less fast 
than income produced implying a stimulation of exports 
and a restraint of imports and prices. The population 
may increase at the same rate as in the past but the growth 
of the labour force is expected to slow down. Emigration 
of labour from agriculture will continue. The number 
of unemployed is planned to decline. Both labour 
productivity and capital intensity should grow at a 
considerably faster rate than in past years, but incremental 
capital/output ratios are envisaged to remain constant. 


(v) Manufactured imports of the market economies of the 
ECE region from southern Europe and the developing 
countries 


The purpose of this section is to call attention to 
some features of the trade between southern Europe 
as a subregion and the market economies of the ECE 
region, with attention concentrated on trade in manu- 
factured products. The discussion is based on the import 
statistics of these market economies. This category 
includes the south European countries themselves, that is 
to say, southern Europe will be considered both as an 
importing and as an exporting sub-region. The other two 
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TABLE 3.4 


Yugoslavia : the projection of economic activity for 1976-1980 


(Percentage increase over the corresponding five-year period) 
pe ee ae ee eee 


1971-1975 1976-1980 
1977 Annual average Annual average 
GNP SS ere a mene ae a ne oe 55 6.3 6.9 
ЕЕ В о соо снос ee 6.0 8.1 8.0 
Ерегруе ит, ох ооо ое. 7.3 9.0 
Basic:metals Steal tas ое OM ike eet aE: 11.0 
Capital’ soo0dS# ии. es Seas atic 8.2 10.7 
Серая сала. порыв. acme cae 12.0 14.0 
Other Processin ТЕ Пл бо бе со ге 7.4 6.1 
ПИ О on боозьообов 3.0 4.1 4.0 
Services Barr ee 5.0 6.4 ТА 
Income for distribution ........ 5.8 57 6.5 
investmentsinbtixed:aSSetSaa=n ane ee 6.8 1 8.0 
Труезымедетатесопоу пе 7.0 6.2 8.5 
Populationvconsumptuoners — pene ne 4.5 BES: 6.0 
Real meomeipenemployedarm sa. ee 1.6 3:5 
Public and collective consumption. ....... bya) 7.1 7.0 
Exports of products and services 8.1 73 8.0 
Importsiof products ада 52152665. milena one 8.0 5.8 4.5 
Population) в cence 0.8 0.8 
Active population—total...... a: (9-7 0.6 
Active population—in agriculture ......... —2.5 —2.6 
Active population in agriculture in percentage of total 
(endiyears) "Ses . ев. ies 42.2 36.3 
Non-agricultural employment. ...... 3.0 4.3 BS 
Registered unemployment 
Changes mre aaa BP kok vs serene? 10.9 —57 
total (end of period, thousands) . 536 400 
Labour productivity outside agriculture 2.4 4.0 
Gapitaleintensity earn ene 3 hg | 43 
Incremental capital/output ratio. ......... 0.3 ОЗ 


Sources; Press reports. 


sub-regions distinguished as importers are industrial 
western Europe, covering all the countries of western 
Europe with the exception of those included in southern 
Europe, and North America (Canada and the United 
States). Another topic of the section is the manufactured 
imports of the market economies of the ECE region 
from the developing countries. It seems reasonable 
to handle the two trade flows together because the manu- 
factured exports of southern Europe, originating in 
countries developing from the economic point of view, 
compete with the manufactured exports of the developing 
countries. Data will also be provided about trade flows 
of manufactures from other competing areas, eastern 
Europe, Japan and China. Even though Japan is fully 
industrialized, as is the majority of the east European 
countries, all these countries supply the west European 
and North-American market with significant quantities 
of labour-intensive manufactures which form the bulk 
of manufactured exports from southern Europe and the 
developing countries. 


134 The developing countries are defined as all countries of the 
world outside the ECE region except Japan, South Africa, Australia, 
New Zealand, China, Mongolia, Democratic People’s Republic of 
Korea and Vietnam. 


Table 3.5 compares total manufactured imports from 
southern Europe and from the developing countries with 
other import aggregates in the years 1973 to 1976. The 
figures indicate the relative orders of magnitude. Manu- 
factured imports from southern Europe represent about 
1.5 per cent of total world imports into industrial 
western Europe, somewhat less in southern Europe, and 
under | per cent in North America, whereas the corres- 
ponding ratios for manufactured imports from the devel- 
oping countries are 2 to 3 per cent in industrial western 
Europe, around 1.5 per cent in southern Europe and in 
the region of 7 to 10 per cent in North America. In 1974 
the sharp increases in the value of oil imports caused a 
drop in all these proportions. Apart from this, the share 
of manufactured imports from the developing countries 
in world imports appears to be increasing gradually in 
industrial western Europe and North America, but to be 
rather stable in southern Europe. In the shares of 
manufactured imports from southern Europe no clear 
tendency is observable in any of the three sub-regions. 
The table also shows that manufactured imports from 
southern Europe make up S0 to 65 per cent of all imports 
from there to all three destinations. These figures reflect 
a rising trend which was already evident in the decade 
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preceding the period covered here.** The incomplete 
figures available for the first half of 1976 show some 
decline in southern Europe and North America but in 
industrial western Europe the ratio appears to have 
increased further. The share of manufactures in total 
imports from the developing countries is much lower, 
varying from 5 to 7 per cent in southern Europe, through 
10 to 15 per cent in industrial western Europe, to about 
one-quarter in North America; in none of the three sub- 
regions is there any trend. Manufactured imports from 
southern Europe are worth about two-thirds the value of 
such imports from the developing countries in industrial 
western Europe, with some tendency for this ratio to 
decline; in southern Europe itself intra-trade in manu- 
factures is 90 to 100 per cent as large as similar imports 
from the developing countries; but in North America 
the flow of manufactures from southern Europe equals 
only about one-tenth of the flow from the developing 
countries. 


Thus it may be said that manufactured exports from 
southern Europe have been improving their relative 
position, but only in relation to total exports from the 
same sub-region. These total exports have been con- 
siderably more sluggish than total exports from the 
developing countries. Table 3.6 confirms what has been 
shown in table 3.5, that in relation to both total imports 
and to manufactured imports of the three importing 
sub-regions southern Europe has been losing market 
shares. Table 3.6 shows year-to-year changes in these 
flows from, respectively, the world, southern Europe, 
eastern Europe, Japan, China and the developing coun- 
` tries. In the last column of the table the unweighted 
arithmetic means of the nine rates of change referring to 
each flow are given. Crude as this measure is, it does 
convey some information. The upper half of the column 
may be disregarded on the ground that in 1973 to 1976 
it was shaped largely by the price fluctuations of oil and 
other primary products and their different weights in the 
individual import aggregates, but the lower half contains 
the average growth rates of manufactured imports con- 
sidered separately, and according to these the descending 
rank order of the rates of advance in penetrating the 
markets of western Europe and North America with 
manufactured exports has been: China, 16 Japan, the 
developing countries, eastern Europe and finally southern 
Europe. The latter grew, on average, less than manu- 
factured imports from the world as a whole, which are 
dominated by the mutual trade of the industrialized 
countries. It should be noted that the south European 
countries did not do better in each others’ markets 
either. Averaging out the three annual rates of change 
of imports into southern Europe is an exercise so dubious 
from the statistical point of view that it has not been 
included in the table, but if it is nevertheless performed 
the same rank order is obtained as from the averages of 
nine rates, with the exception that eastern Europe and 


135 See the ECE document TRADE/R.341/Add.1 dated 27 October 
1976, A statistical review of the export performance 1963-1973 of a 


number of member countries of the ECE which are developing from 
the economic point of view. 


со However, this country started from a minimal base and its 
share is still very small. On this see table 3.7 below. 


the developing countries change places. This can plausibly 
be attributed to the fact that the product composition 
of the latter group’s exports is more similar to southern 
Europe’s own production pattern and thus encounters. 
both more domestic competition and more protection. 
Regarding the south European market alone, the Chinese 
and Japanese advance is even more impressive. 


Table 3.7 examines in more detail the shares of the 
five exporting areas mentioned in the imports of the three 
importing sub-regions. The table is confined to the 
calendar year 1975 but it distinguishes five categories of 
imports, namely, all commodities, all manufactures, 
machinery and transport equipment, chemicals and 
other manufactures. In each category for each pair of 
trade partners shares in imports from the whole world 
are given, as are shares in total imports excluding intra- 
trade (imports of the member countries of the sub- 
region from one another) and in total imports excluding 
imports from the industrialized market economies 
(industrial western Europe, North American and Japan). 
The figures speak for themselves and it would take too 
much space to describe them in detail. 


The growth of imports between 1973 and 1975 from 
the same origins to the same destinations, and broken 
down into the same commodity groups, is presented in 
table 3.8. This table reveals some features which are less 
well known. In particular, it shows that to all three 
markets the developing countries’ exports of machinery 
and transport equipment have been growing faster than 
their exports of other manufactures, and also much 
faster than the comparable exports of southern Europe. 
The growth of the machinery exports of the developing 
countries was greater than those of Japan and, in the 
two west European market areas, of eastern Europe. 
The same overtaking of southern Europe by the devel- 
oping countries is observable in chemicals. Already in 
1975 the developing countries supplied more chemicals 
and other manufactures to all three markets than did 
southern Europe, with an overwhelming margin in North 
America. In this sub-region they were even more pre- 
ponderant in machinery and transport equipment. 


In table 3.9 the same situation is depicted from the 
point of view of the commodity structure of the trade 
flows between each pair of the exporting and importing 
areas. The most interesting finding appears to be that 
in 1975 the broad composition of imports from southern 
Europe into the market economies of the ECE region 
was much more “developed” than that of imports from 
the developing countries, in the sense that it comprised a 
far higher proportion of manufactures, and it was also 
more “developed” than that of imports from eastern 
Europe and China; but, taking trade in manufactures on 
its own, imports from the developing countries included 
a higher proportion of chemicals than did imports from 
southern Europe in all three markets, and a higher 
proportion of machinery and transport equipment in 
North America. Indeed, judging by the threefold division 
used, the structure of manufactured imports from the 
developing countries to southern Europe and to North 
America seems to be comparable in technological level 
to that of manufactured imports from eastern Europe to 
these areas. In industrial western Europe, however, 
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TABLE 3.8 


Changes from 1973 to 1975 in imports into western Europe and North America 


(Percentages of current US dollar values) 
a 


Commodity groups 
and exporters 


Destinations 
Industrial 
western Southern North 
Europe Europe America 


Se a ee eg re ee OE CE Ce ee Se 


All commodities; imports from 


The world 

Southern Europe 
Eastern Europe . 
Japan 

China ieee 
Developing countries 


All manufactures (SITC 5 to 9 Jess 68); imports from 


The world 

Southern Europe 

Eastern Europe . 

Japan 

China eh Me 
Developing countries 


Machinery and transport equipment (SITC 7); imports 


from 


The world 

Southern Europe 
Eastern Europe . 
Japan 

China aes, © 
Developing countries 


Chemicals (SITC 5); imports from 


The world : 
Southern Europe 
Eastern Europe . 
Japan 

China A eae: 
Developing countries 


Other manufactures (SITC 6 — 68 + 8 + 9); imports 


from 


The world 

Southern Europe 
Eastern Europe . 
Japan 

China See 
Developing countries 


40.0 64.2 41.1 
ри. 2119 20.0 12.9 
а 57.8 67.4 Вы 
39.8 80.9 17.9 
27 85.8 81.4 
73.8 122.3 96.3 
33.3 48.5 16.7 
34.4 р 14.7 
40.6 55.8 20.8 
38.3 TBS) 19.8 
40.3 109.3 65.1 
ee 51.4 54.0 24.6 
32.2 47.5 22.8 
a0 38.3 62.3 —9.4 
52.8 РЯ 79.8 
39:7 67.3 16.9 
109.4 80.0 450.0 
70.7 165.8 24.6 
41.2 44.0 48.3 
26.0 27.6 =e 
68.7 92.3 41.2 
34.1 65.3 68.3 
56.5 —5.9 84.7 
44.8 146.0 62.6 
32.0 52.9 20.0 
33.8 70.2 20.2 
29:9 Ио 6.8 
37.2 87.9 20.5 
35:5 127.1 60.9 
49.2 6.9 22.7 


Source: United Nations trade data bank. 


manufactured imports from eastern Europe display a 
markedly higher technological level than those from the 
developing countries. 


The following conclusions appear to emerge from the 
investigation: 


(i) Manufactured imports from the developing coun- 
tries into the market economies of the ECE region, and 
in the first place into industrial western Europe and 


North America, are on a rising trend. They already 
represent more than 2.5 per cent of total world imports 
in industrial western Europe, where the large values of 
intra-trade reduce the proportion, and 8 to 9 per cent of 
world imports in North America. They also comprise 
over 12 per cent of total imports from the developing 
countries in industrial western Europe and about one- 
quarter in North America. The sharp increase in the 
value of the world’s oil trade in 1974 reduced these 
proportions temporarily. 
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_ (ii) Between 1973 and 1975, manufactured imports 
from southern Europe rose appreciably faster than 
imports of manufactures from the world in southern 
Europe itself, slightly faster in industrial western Europe, 
but somewhat more slowly in North America. To all 
three destinations manufactured imports from southern 
Europe increased less than such imports from the devel- 
oping countries. The developing countries lalso appear 
to be catching up on southern Europe in respect of the 
qualitative composition of their manufactured exports 
to western Europe and ‘North America: this is shown 
in particular by the growth rates of imports of machinery 
and transport equipment from the two areas. According 
to various indicators other competitors exporting to the 
market economies of the ECE region, eastern Europe, 
Japan and China, have been doing even better than the 
developing countries.1°’ 


The second conclusion may be surprising in so far as 
the countries of southern Europe are geographically 
closer to industrial western Europe than any developing 


137 Comprehensive data for an earlier period are contained in the 
document quoted in footnote 135 on page 64. This shows, inter alia, 
that in the decade covered the world exports of southern Europe 
grew faster than those of industrial western Europe, and that indus- 
trial western Europe absorbed an increasing proportion of both the 
total exports and of the manufactures exports of southern Europe; 
but no comparison with areas competing in exports with southern 
Europe is made. Still earlier data, covering not only the interna- 
tional trade of southern Europe in manufactured but other features 
of its manufacturing sector as well, can be found in “Some aspects 
of manufacturing development in southern Europe: production, 
trade and transfer of technology’, ECE, Economic Bulletin for 
Europe, vol. 23, No. 2, New York 1972, pp. 47-75. 


country and closer to North America than most develop- 
ing countries; they share membership of OECD and some 
other institutions with the industrialized market econ- 
omies; one of them is a member of EFTA (Portugal); 
two are associates of the EEC (Greece and Turkey); 
several have special trade agreements with the EEC; and 
under the various schemes in effect in industrial western 
Europe and North America the majority of them share 
the benefits of the Generalized System of Preferences 
with the developing countries.!** 


On 1 January 1977 the following trade preferencs 
were available to the south European countries and territories 
in industrial western Europe and North America: 


3 
з 8 
x 3 я 
8 Ss 3 = rs 
= g 3 
а 
8 а Е 5 = Е Е 
< 1S) Q | =. 7) о rs) 
Суре. x x XM x x x x x 
Gibraltar 5°. 4. 3 x x x x K x 
Greece een eee x Е А 
о «fe 0s x x M x x x 
Portugal <4) «5 - xF M Е Е Е Е x 
Spainy—. Goes. eo ais x M x 
Turkey чо So 8 x A х x 
Wugoslavias ey eae) > х x x x x x x x 


Source: UNCTAD document TD/B/C.5/41 of 8 December 1975. Third general 
report on the implementation of the generalized system of preferences; updated in 
consultation with the UNCTAD secretariat. 


Note: x = GSP beneficiary status 
= association agreement 
F = common membership of EFTA 
М = trade agreement of the “Mediterranean” type. 
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APPENDIX TABLE II 


Investment ratios and growth rates of fixed investment and of output in manufacturing industry, at constant 1963 prices, 1954 to 1975 


A = Gross domestic fixed capital formation as percentage of value added at factor cost. 
B = Annual percentage changes for gross domestic fixed capital formation. 
C = Annual percentage changes for value added at factor cost. 


eee ge eee 


1954 1955 1956 1957 1958 1959 1960 1961 1962 1963 1964 
Austria % 
lens te lity Calg а 12.5 13.0 14.5 16.0 16.3 16.3 ip) 18.1 16.5 15.1 14.5 
ос 55) 20.2 23.0 16.7 4.5 4.2 ТА 8.3 —6.5 —5.2 PLB) 
(©) cee та 12.9 15.4 10.3 6.0 2.6 4.0 9.0 4.9 25) 3.6 6.7 
elgium 
о beta. oan 13.9 By? 17.8 115.5) 14.5 14.0 18.3 PAU 22D) 20.8 18.9 
13 tga, yon ns) а 2.4 15.6 21.4 —11.2 —9.8 Bez) 41.2 21.3 13.4 —0.5 —0.6 
Ce IAMS: Cowie NE 5 SRI see Me 7.8 6.3 ЭЙ 20 —3.8 7.0 7.9 4.9 7.8 6.1 9.5 
Denmark 
о a eS 7.0 6.8 5.8 7.4 7.6 8.5 10.9 12.2 11.9 10.4 10.7 
О. 20.8 —1.8 —14.9 33.2 6.4 24.7 37.6 AES 5.2 —11.6 13.8 
(Ss ор а Clic. al ates te PRE 6.5 0.5 0.5 4.7 37 10.7 7.4 4.7 8.1 0.9 10.8 
Finland 
Js. (ties Se Cee Ls 17.8 16.9 19.3 17.1 9 18.0 22.9 РЗ 25. 20.4 21.4 
1 Blea Sheed, Eolas Seo Aa ae ne 17.6 4.4 17.1 —10.2 —10.4 2315 43.8 30.8 —3.3 —16.0 12.4 
т... 13.5 9.9 2.4 16 —3.8 9:1 13.3 95 5:2 3.3 ТЫ 
France © 
teh ef cual See ое © 13.2 13.8 14.7 16.1 16.2 15.8 16.7 18.7 19.6 195 19.3 
Jo) on Rockall Bion oan sea 5.9 12.0 15.6 15.3 4.3 0.5 13.6 20.1 11.7 И 7.6 
ел. 5.6 6.8 8.2 5.6 3.8 2.8 7.6 7.0 6.8 7.4 8.7 
Germany, Federal Republic of 
Ис о с 18.2 20.0 20.0 18.0 16.9 WES 20.2 20.8 19.6 17.9 18.0 
13) eects ban dae Sines Се. К 18.2 28.0 7.4 —3.9 —2.1 12.0 28.6 10.3 —1.4 —5.6 9.6 
О... ТЕТ 16.6 7.4 6.5 4.2 8.3 Я 7.0 4.6 3.2 ОТ 
Ireland © 
IN Sr pl le ee ae 15:2 15.8 WES) 20.3 22.2 21.6 
еде а ici в о АВА 16.3 10.6 20.5 23.9 16.1 ЗЫ 
С. ee 7.9 6.6 8.3 7.0 6.1 8.1 
Italy 
А ыы ат DED) 24.6 24.7 25.0 25.8 22.6 23.4 Dba) 26:2 5 19.6 
О ee 5 а 7.0 15.4 8.2 8.2 —3.0 5.6 16.6 18.9 15.2 4.3 —22.5 
(С о Па 10.5 9.0 МХ 6.7 Dal 11.0 12.9 10.3 10.7 6.5 is} 
Netherlands < 
I, Gad A Ore Do eee 18.0 20.4 PICT 20.2 17.3 17.8 18.8 20.6 217 21.4 23.3 
2 ово и ie. Ss 18.9 21.8 142 —4.2 —15.7 11.3 17.8 14.5 9.7 3.0 20.4 
CRP ST oe Re os Ce fy hoe oe 7.6 75 es 2.8 —1.3 8.2 11.4 4.5 4.4 4.1 11.0 
Norway 
а A Rae Rane eae Dies 17.0 16.5 (5) 16.9 14.7 17.0 21.6 21.6 19.5 18.5 
А area : 12.5 —19.2 2.7 7.8 —5.4 —9.4 28.4 30.3 5.4 —4.1 Ded, 
Cer оне ee aut 6.5 3.6 6.0 1.9 —2.4 4.2 И) 2.4 Sie 6.6 #3 
de 
oe ~ SONA ee te Reheat sine eele ДО 16.0 16.0 14.4 17.0 17.6 В. 19.7 18.4 18.5 15.2 
В ки Hane 29.2 —1.8 44 —5.2 19.9 7.8 Onl 19.4 0.9 0.1 —8.9 
Ce tee ester ried ids. eo as 4.6 4.6 4.5 5.2 1.6 4.5 8.5 7.1 7.8 | —0.1 10.5 
: ae 
a us ie ete oe Ns “ee 11.0 5 195 139 lays) LES 12.8 iby 13.8 110 12.3 
ао ее: ae 6.0 11.2 16.7 5.8 —5.7 —5.7 16.9 18.0 —8.4 —11.5 19.2 
С я ee le 6.2 —0.2 Dp —0.9 5.6 8.1 0.2 0.2 3.4 8.7 
eB ee ee eS 
: тен ari i > Including construction. 
Sources: National statistics and secretariat estimates. у р р ва ection 


в Including mining. 
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APPENDIX TABLE II (continued) 


Investment ratios and growth rates of fixed investment and of output in manufacturing industry, at constant 1963 prices, 1954 to 1975 


A = Gross domestic fixed capital formation as percentage of value added at factor cost. 


B = Annual percentage changes for gross domestic fixed capital formation. 
C = Annual percentage changes for value added at factor cost. 


1965 1966 1967 1968 1969 1970 1971 1972 1973 1974 1975 
Austria % 
LY ока се 14.1 13:7 11.6 (Ms?) CRs Пе 14.9* 15.0 а 12.5 10.7 
ии Ее то 1.9 1.8 —15.1 = 615.2 4-25. 9* 242% Ui Seis 2.2* —20.5 
Caer EN Spee see > 5.0 4.4 0.1 5.4 10.9 7.6 6.6 6.6 6.1 4.3 —6.9 
Belgium 
ARs Sie oy ROE! и 20.2 22.0 Pil 17.9 18.1 19.0 17.9 15.3 15.1 175 16.8 
Be See athe nia, wa: Bian od 10.5 15.1 —2.6 —9.4 12.9 52 —1.8 —7.4 6.6 20.2 —10.5 
в ео 3.5 5.6 1.4 fo? 11.6 9.7 oe 8.5 8.2 3.3 —6.5 
Denmark 
AMES eee Pe ee gk 11.0 9.8 9.6 7.4 8.7 9.4 8.9 8.1 9.1 9.4 
Bape tar Sake x а: 8.7 —9.1 1.3 — 18.2 29.5 11.6 —3.3 —3.5 16.5 6.3 34 
СМА. eg ae ee oe 6.1 D3) 3.3 5.6 10.2 325 2.4 6.1 3.8 25 —5.2 
Finland 
А ens в Gee 21.8 21.4 17.7 16.9 17.9 22.4 22.8 20.2 17.9 20 23.4 
ne Gade ite weep ONE es ae И. 8.1 3.3 —16.0 BD) 19.8 39.8 4.4 —1.1 —5.5 23.5 5.9 
Ce ие и 6.3 al №65 6.9 13.0 12.0 2.6 11.9 6.3 5.0 —4.7 
France © 
AN ee м. ЖА 18.9 18.9 18.7 18.1 19.2 20.5 21.6 PAWS) 20.8 20.9 18.5 
Bese aie NE en oe 3 8.2 35) 22 15.0 35 10.8 5.8 0.7 4.6 —14.9 
CeCe a о aie ee J 5.4 8.1 5.0 5.8) 8.5 6.2 Des 6.1 4.3 4.1 —4.0 
Germany, Federal Republic of 
И ме, soe ee 17.7 16.7 14.0 14.3 16.4 18.9 17.9 Sat 13.9 11.9 ies 
Ao en. ei es ere 6.4 —3.7 —18.1 ie 27.7 23 —3.8 —12.6 —2.0 —14.1 —8.8 
а 3b 8 ee. 8.5 1.9 —2.4 11.6 12.0 5.9 1.9 3:1 6.7 0.5 —6.1 
Ireland с 
aks (erie, оо oe a a 21.3 21.0 21.4 21.0 23.8 24.5 24.2 221 А 
13a Sn eee ta eee 2.6 0.7 9.1 es 21.0 6.0 4.5 —4.9 4.9 a a 
Ее т 4.0 Dey We 9.3 6.6 ЗЫ 5.7 4.1 10.2 0.6 —6.0 
Italy 
LENCE eg ee, a Oe an be Te 14.3 14.2 14.4 14.5 14.9 16.7 17.1 15.7 Г 2 15.8 
В eR Se Mee Ba oy —23.3 8.4 И 9.7 9.6 20.8 2.6 —4.6 7 6.8 —17.4 
О с 5.2 9.2 9.9 9.3 6.5 8.0 0.3 4.1 10.8 6.2 —9.7 
Netherlands © 
Pate See eg 22.4 23.6 23:1 21.9 19.4 21.9 20.3 iS! 17.4 17.9 173 
Bits Seen 2.4 11.8 3133 47| —3.1 22.5 —2.2 —10.9 6.4 5.0 —7.0 
С. 6.3 5.9 5.6 10.6 9.5 8.3 55) 4.3 5.9 1.9 —3.6 
Norway 
А a ey ee Pe 18.0 20.2 21.8 16.9 14.8*| 16.6* 17.7* 15.1% 15.2* 19.2* 20.9% 
В м 3.5) 18.1 11.8 —20.4 —6.6 16.7 10.2 —11.8 5) 31.0 6.8 
Cee ee 6.5 5! 33 2.9 6.8* 325" 3.8 555) 5.0 3.6 —2.0 
Sweden 
A 1525) 16.5 16.1 14.8 14.8 14.5 14.7 14.8 15.4 16.5 16.9 
В 9.6 10.0 0.6 —2.8 77 4.3 0.8 3.5 19.5 
85 } ИР 1.0 
С. 7.9 nl 33.1 6.1 7.6 6.1 —0.0 Dap 05) 4.4 —1.1 
United Kingdom 
- Е [382 13.8 13.0 ТР .8 14.4 iS 11.4 11.4 12.6 ИИ. 5 
; 10.6 2.8 Dal 3.5 27 5.0 —65 12. ИТ Sel —14> 
3.4 1.6 — 6.3 35 3 —0.3 р 8.2 —2.3 —6.0 


? Including mining. 


Sources : National statistics and secretariat estimates. 


> Including construction. 


с Including mining, public utilities, and construction. 


CHAPTER 2 


RECENT ECONOMIC DEVELOPMENTS IN EASTERN EUROPE 
AND THE SOVIET UNION 


1. GENERAL DEVELOPMENTS 


(i) Growth of national output 


The aggregate net material product (NMP) for eastern 
Europe and the Soviet Union as a whole rose by an 
estimated 5.3 per cent in 1976, the same rate as in 1975 
(table 1.1). In the east European countries taken together 
over-all economic expansion was less vigorous than in the 
preceding year: NMP grew by an estimated 6 per cent, 
1.4 percentage points below the rate in 1975. In the 
Soviet Union, the growth of distributed NMP rose 
from 4.5 per cent in 1975 to 5 per cent in 1976, when it 
reached 380 million roubles. These developments were 
largely in accordance with the objectives of the annual 
plans for 1976. 


Global development policies in the short run were 
based on the general strategy of development for 1976- 
1980, which is oriented towards a consolidation of 
economic growth in the long run. The emphasis of the 
development programmes for 1976 was on redressing 
internal and external imbalances and building up a basis 
for a sustained high rate of growthin the future. Thus, а 
deceleration of over-all expansion was planned in the 
east European countries, although the outcome was in 
fact higher than planned. On the other hand, an acceler- 
ation in relation to the 1975 performance was envisaged 
in the Soviet Union, but there the outcome was lower 
than planned. 


Little information is available on developments in 
foreign trade in 1976 except in terms of total turnover. 
The trade volume for the whole region rose by an esti- 
mated 8.7 per cent in 1976 in comparison with 5.9 per 
cent in 1975. Foreign trade prices remained rather stable 
(an estimated 2.2 per cent increase on average) in contrast 
to an increase of almost 16 per cent in 1975. Intra- 
regional trade rose by 8.3 per cent in volume, marginally 
higher than the increase of 8 per cent in 1975. Trade 
with the rest of the world accelerated considerably—in 
volume terms it rose by an estimated 9 per cent compared 
with 5 per cent in 1975. This acceleration resulted from 
an improvement in the over-all economic performance 
in the market economies and was supported in the east 
European countries themselves by export promotion. 
For the region as a whole, the trade deficit of 9.2 billion 
dollars in 1975 was reduced to an estimated 7 billion 
dollars in 1976 (for details see section on foreign trade). 
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In terms of individual countries, the slowdown of 
over-all economic expansion was most pronounced in 
Hungary, the German Democratic Republic and Czecho- 
slovakia. All three countries recorded negative growth 
rates of agricultural production. In Hungary, the poor 
agricultural performance was accompanied by a slow- 
down in the expansion of industry and construction, 
which brought the rate of growth of NMP down to 
3 per cent in 1976. A deceleration also occurred in 
Bulgaria, in spite of a good rate of growth of agricultural 
output: growth rates in the major production sectors were 
below those of 1975. In Poland, a slackening of economic 
expansion was largely caused by the poor performance 
of agriculture and a marked decrease of the growth rate 
in construction. Romania was the only country of the 
region where the growth rate of NMP remained at the 
two-digit level and was slightly higher than in 1975. 
This was the result of a large increase in industrial 
production and an even larger one in agriculture. In the 
Soviet Union, the acceleration of economic expansion 
was mainly the result of a good agricultural year in terms 
of gross output and also an above-plan performance in 
industry. Similar trends were recorded in the Byelo- 
russian and Ukrainian SSRs: in the former, industrial 
expansion dominated, in the latter, agriculture. 


The plans for 1977 envisage a speeding up of economic 
expansion in Hungary, the German Democratic Republic 
and Czechoslovakia. The annual target for NMP in all 
three countries exceeds the targets in the five-year plans 
for 1976-1980. Policies in these countries are therefore 
oriented towards compensating for the slackening of 
growth in 1976. The planned acceleration is based on a 
considerable increase of agricultural production in 
Hungary (7-8 per cent) and in Czechoslovakia (8.2 per 
cent). In Hungary, an acceleration of the growth of 
industrial output is also envisaged. The German Demo- 
cratic Republic plans increased rates of growth in agri- 
culture and industry in relation to 1976, but these are be- 
low the planned rate of growth of NMP: only the target 
for construction exceeds the planned over-all rate of ex- 
pansion. The over-all growth rate in Poland is planned 
at 5.2 per cent, which indicates a further slackening of 
economic expansion. The annual target for 1977 is more 
than 1 percentage point below the target for 1976-1980. 
Sectoral rates indicate a planned improvement in agri- 
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TABLE 1.1 


Growth of net material product and of gross output in main sectors of the economy 


(Annual percentage change) 
es Se eee 
Net Gross output 
eer ellen Net material product Agriculture Industry Sea 
Country and period Cnoreny as Plan Actual Plan Actual Plan Actual Plan Actual 
ee аи ee ee 
Bulgaria 
TAS pC ae St She ie ie Aiea coe are 13.05 10.0 Tl 5.0 —1.5 11.0 8.5 Ss 8.1 
O75 Pea ес 14.30 9.0 9.0 9.3 7.0 8.0 9.9 sins 4.7 
OS ats. Hs atv Os Ge sas rteeGy On ciat 15.30* 9.0 ca. 7.0 5.0 3.1 9.2 8.0 8.0 4.4 
Е о tae cota seis eno, OTe 8.2 4.0 9.2 
Czechoslovakia 
LOA etter Wee ca wire Sve eo ure 390.4 5.2 5.9 3.3 Zee, 5.7 6.2 6.3 7-3 
ED: о оао ое яя 409.9 5.6 6.2 93 —1.0 6.4 7.0 Ue 8.0 
Е о ee Ree se te anes 426.4 5.0 ca. 4.0 53 —2.7 5.4 55 6.7 7.6 
Е ee sees И кл See 8.2 53 6.2 
German Democratic Republic в 
Та В. eye 135.0 5.6 6.4 6.8 7.5 6.7 TB: ay | 5.8 
ПО Ро мене 141.7 5.4 4.9 2.4 —3.0 6.3 6.4 6.7 UE) 
Об т Rohn oa п 146.9 Shs} 87 1.4 —9.8 6.0 5.9 6.3 6.8 
а ле 558) 2.8 S21 6.2 
Hungary 
ПА м. 376.4 5.0 6.9 2.0-2.5 35 5.5-6.0 8.1 4.0 6.8 
LOTS sh о toe ate sl ere ene 402.0 5.0-5.5 5.4 3.0-4.0 2 6.0 4.8 6.0 8.1 
О Ч ели 440.0 5.0-5.5 3.0 са. 4.0 —3.0 6.0 4.1 5.0-5.5 4.5-5.0 
И о и ates Oley 5 ae 6.0-6.5 7.0-8.0 6.0 5.0-5.5 
Poland 
LOL 5 0 и See eee 1 209.3 9.5 10.4 4.3 1.6 11.1 125 10.6 14.2 
Ор ergs halt oles Connie. tet come oe 1 357.0 9.8 9.0 ЗЫ —2.1 11.4 12.6 10.7 12.5 
АБ, eee ее ела 8.3 US 5.9 —0.8 8.8 10.8 5.8 ¢ 
и Ae oar ees 5: 5.3 es 
Romania a 
DORA и. АО. с 328.1 14.6 12.3 25 HES 16.7 14.6 oe 4.0 
а ped ee ee he ee 361.9 14.0 10.3 os 3.0 15.0 12.4 У 
L976 Saas ager cal a Fee ee 400.0 10.5 10.5 15.0-26.6 172 10.2 LAS: 
о И 11.3 1.9-13.6 10.5 
Soviet Union b 
о ee vas eee 354.0 6.5 5.4 6.4 —2.7 6.8 8.0 5.8 5.9 
LOTS о See ES me sepneee tere jet 362.8 6.5 4.5 6.0 —6.3 6.7 TS 4.6 6.0 
т © и ate Sas 380.0 5.4 5.0° 9.0 4.0 4.3 4.8 57 3.04 
LOT Te ee Nah a De) ee te 4.1 TY 5.6 
Byelorussian SSR 
eae Е оо Е Pen Ie sea 8.3 7.0 —2.8 8.0 9.9 a 7.6 
а OS, Saar oe 8.7 8.0 oc 0.6 8.2 10.5 4.7 2.6 
GR LAR tie se 5.5 She) оз 2.0 5.4 7.0 3.6 3.04 
ое и ie 5.8 2.6 6.3 
Ukrainian SSR 
fee ИИ ПА. о 65.1 6.3 3.0 3.6 —1.7 Ue? 7.6 4.4 
о eee 65.6 6.3 78 4.6 —10.5 7.0 В! 6 4.9 
Е оба 4.5 5.0 UP 8.3 4.1 4.1 3.1 1.0¢ 
р To aoe ee ee ee 4.8 4.7 ae 5.3 
Eastern Europe 
LOLA EEE Gs hs: sce ae eee 
о. bi 2 ty a 
ee ae ae a3 7.4 8.9 


a eral Cercle ee Е 


cic TABLE 1.1 (continued) 


Growth of net material product and of gross output in main sectors of the economy 


(Annual! percentage change) 


pee ee eS OME wean Radian Inst ee 


Net 
о Е ЕН 
@ и ; И Pres peer cite Industry Construction 
‘ountry and period current prices) Plan Actual Plan Actual Plan Actual Plan Actual 


9 patente yet тары ЕЕ lal inn a Se aM amo ic gee aa 


Eastern Europe (continued) 


LOT Sees MeN erty т As 7.0 6.0 7.6 7.8 

И пр АА 6.5 : 6.9 
Soviet Union and Eastern Europe 

LLG 2 le themes coe ies Ay Toil 6.3 7.6 8.5 

TOUS eee ec ee ee 6.9 5.3 Hes) UD 

> 5.9 Shs) 55 57 

SU ee ee Se ee eee Te 4.8 6.1 
ее ee ee eee eee 
Не National statistics, СМЕА, Statistical Yearbooks, plans and р!ап- > Distributed NMP. 

ment reports. ¢ Construction enterprises only. 

< At constant prices. 4 Contractual basis only. 
culture, but a considerable decrease in industrial expan- Albania: Targets for the growth of NMP 
sion. Bulgaria envisages an acceleration of over-all and major production sectors 
expansion based on plans for a good agricultural year and 

: Е : Е А l t р 
the maintenance of a high growth rate of industrial pee ee 
production (8.9 per cent). The Romanian plan for 1977 PS Ee SE Sars 
sets the over-all target for expansion at 11.3 per cent, which ze a ang 
is 0.8 percentage points higher than the actual rate in | 
Net material product. .... 9 * 11-12 * 6.7-6.9 


1975; higher rates of growth in agriculture and industry 
should be the main contributors to this expansion. It is Growth of output: 


difficult to estimate how economic performance in 1977 ate 15 13.8 5.7-7.1 
will be affected by the earthquake which severely hit the Industry; я. 4.1 9.3 717.6 
most developed part of the country. О artery a 6.1 a 


The plan objectives for 1977 in the Soviet Union are, 
to a great extent, the same as those laid down in the five- 
year plan for 1976-1980. The target for agricultural 
production is within the planned range in the five-year 
plan, but the target for industrial expansion is somewhat 
lower. Whereas the Soviet plan calls for a slackening of 
economic expansion, the annual plan in the Byelorussian 
SSR envisages a rate of growth of NMP slightly above the 


actual rate in 1975. The annual plan in the Ukrainian $, Г j ` 

SSR follows the growth pattern in the Soviet Union as bread grains (including maize) and potatoes is expected 

a whole. to increase by 11 per cent. A new feature is a high target 

| : р for industrial expansion. The target for over-all expan- 

There was no information on global Econom devel- sion has not been published, but in view of the structure 

opments in Albania in 1976 at the time of preparing this oF the Albanian economy by major sectors, it might be 

Survey. It has been reported that the plan Юг 1977 was between 11 and 12 per cent, a target considerably higher 

worked out on the basis of the fulfilment of the 1976 than the rate of just below 7 per cent in the 1976-1980 

plan. When compared with the 1976 targets, those in the plan. 

plan for 1977 indicate a notable acceleration in the over- 

all growth of industry, as well as the maintenance of a 

very high rate of agricultural growth (see text table below). (ii) Changes in employment and labour productivity 


The published targets are notably higher than in 1976. | | | | 
It has been reported that agricultural production in 1976 In all countries of the region, labour is tending to 


was at a record level, but global data on the increase in become more and more scarce. Developments in 1976 
agricultural production are not available. However, it and planned changes for 1977 are fully in accordance 
has been reported that the growth rates for certain with the analysis of long-term trends in employment 
products in 1976 in relation to 1975 were as follows: presented in part II of this Survey. Data in the text table 


Source: Reports оп the annual plan for 1977 and on the five-year plan for 1976 
980. 


bread grains (36.2 per cent), potatoes (17.3 per cent) 
sugar-beet (7.8 per cent), vegetables (7.7 per cent), meat 
(15.1 per cent), milk (7.7 per cent) and eggs (2.9 per cent). 
The target of 13.8 per cent for agricultural production 
in 1977 is, therefore, very ambitious. Production in 
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below present the changes in employment and in social 
(total) labour productivity. Most of these data are 
derived from the indicators of the relative contribution 
of labour productivity to the growth of NMP. 


Changes in employment in the material sphere 
and in social labour productivity 


Contribution of 
productivity to 


Labour the increase in 


Employment productivity 
(Annual percentage change) (per cent) 
Bulgaria 
О Tate. aye coe en ke 0.0 7.0 100 
Рае on 0.1 8.1 99 
Czechoslovakia 
И vegt uae bens od sy acer ees 0.8 3.2 80 
МЕС, 6 5-6 асов 0.5 4.7 91 
Hungary 
ПО. 0.0 5) 100 
Ра meee see 0.0 6.0 100 
Poland 
бе. 1.0 6.5 87 
Soviet Union 
ПО ие Aes Au 1.0 4.0 80 


Sources: As for table 1.1. 


Employment in the material sphere in Bulgaria and 
Hungary remained unchanged in 1976 (in relation to 
1975), and the plans do not envisage any significant 
change in 1977. Thus, the increase in social labour 
productivity is the same as that for NMP. There is a 
small increase in employment (not exceeding 0.2 per cent) 
in the non-material sphere. Data for the increase in non- 
agricultural employment are not available. However, 
industrial employment in Bulgaria rose by an implied 0.6 
per cent in 1976, in line with the plan for that year. In 
Hungary, by comparison, the decline (since 1975) in 
industrial employment continued. In 1977 industrial 
employment is planned to remain roughly unchanged. 
It has been reported recently that about 100,000 vacancies 
cannot be filled. 


In Czechoslovakia, total employment in the material 
sphere in 1976 rose by 0.8 per cent, which implies that 
80 per cent of the increase of NMP was due to the 
increase in labour productivity. The rate of growth of 
industrial employment was slightly lower (0.6 per cent). 
For 1977 the planned increase in employment appears to 
be about 0.5 per cent, since the plan provides for 91 per 


cent of the rise in NMP to come from higher labour 
productivity. 


In Poland, changes in employment in 1976 remained 
much below the plan targets. The increase in the number 
employed was only 99,000 persons, whereas the five-year 
plan for 1976-1980 envisaged an increase of roughly 


220,000. The implied rate of growth of employment in 
the material sphere was around 1 per cent, which, com- 
pared with the average annual rate of increase of 2.8 per 
cent in the period 1971-1975, indicates a sharp down- 
ward tendency. In 1976, the rise in industrial employment 
did not exceed 0.5 per cent. 


Romania belongs to the group of countries with a low 
rate of increase in the total active population. However, 
the outflow of labour from agriculture has been very 
large and it is planned to continue. In 1977, the number 
of wage- and salary-earners (mainly employed in non- 
agricultural activities) is planned to increase by 4.6 per 
cent, a slightly higher rate than the annual average for 
1971-1975 (4.3 per cent). Labour force requirements in 
1977 are for about an additional 426,000 persons, about 
90 per cent of which should be skilled labour. However, 
employment in industry expanded in 1976 at a sharply 
reduced pace. Whereas the average annual rate of growth 
in 1971-1975 exceeded 6 per cent, the (implied) increase 
in 1976 was only 1.7 per cent. It is planned to be even 
lower in 1977 (1.3 per cent). 


In the Soviet Union, employment in the material sphere 
rose by an implied 1 per cent, the contribution of labour 
productivity to the growth of NMP in 1976 being 80 per 
cent. The number of wage- and salary-earners rose by 
2.1 per cent to reach 104.3 million. The number of 
collective farmers was 15 million, 200,000 less than in 
1975. Industrial employment was planned to rise by 1 per 
centin 1976. As labour productivity in industry increased 
at the planned rate of 3.3 per cent, over-fulfilment of the 
plan target in industry might account for the above-plan 
increase in labour (about 1.5 per cent). The plan for 1977 
envisages an increase of 0.8 per cent in industrial 
employment. 


(iii) Production policies 


Shifts in the macro-economic structure of production, 
as envisaged in the annual plans for 1976, were influenced 
by the policy objectives in the long-term development 
programmes for 1976-1980. Investment spending was 
allocated accordingly. Policies aimed at reducing internal 
and external imbalances, particularly in the field of 
energy and raw material production, brought about a 
deceleration of industrial expansion. In most countries 
the growth of industrial output was largely in accordance 
with the plan targets. But, in most countries, the imple- 
mentation of the annual programmes was greatly dis- 
turbed by the developments in the agricultural sector. 
A relative lagging of the construction sector in most 
countries also contributed to the slackening of over- 
all growth. 


Agricultural production remained below the 1975 
level in four east European countries. In all of there, 
production fell for the second consecutive year. Agri- 
cultural performance was good in Bulgaria and excep- 
tionally so in Romania, where a record output was 
achieved. Agricultural performance was also good in 
the Soviet Union. The record level of output in 1973 
was exceeded due to high levels of crop production. 
Livestock production probably remained below the level 
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achieved in 1975. In 1976 agricultural output was 4 per 


cent higher than in 1975: gross output reached 117 billion 
roubles at current prices. 


Targets for agricultural production in 1977 are higher 
than those for 1976. Planners have assumed normal 
climatic conditions. Planned rates of growth are very high 
in Czechoslovakia (8.1 per cent), Hungary (7-8 per cent) 
and Poland (5.3 per cent). The target in the German 
Democratic Republic is rather modest, due to the fact 
that gross agricultural production in 1976 was about 
13 per cent below the level in 1974. In Romania, a 
further expansion of farm production is envisaged with 
a minimum target of 1.9 per cent and a maximum of 
13.6 per cent over the record level of 1976. In the Soviet 
Union, reference has been made to a target of 126.5 bil- 
lion roubles for gross agricultural product in 1977, which 
implies a rise of 7.7 per cent in relation to 1976. It is 
most likely that the rise in gross product will be accounted 
for by an accelerated expansion of the livestock sector, for 
which a record crop production in 1976 has provided 
the necessary inputs. (For the long-term and medium- 
term aspects of the growth of the agricultural sector, and 
for structural policies, see the section on agriculture in 
part II of this Survey, and for specific aspects of develop- 
ments in 1976 and 1977 the section on agriculture in 
this chapter.) 


As mentioned above, a deceleration in industrial 
growth in 1976 was planned in most countries of the 
region. In Czechoslovakia and the German Democratic 
Republic the actual rates of growth were close to the 
targets for 1976. In the other three countries, Poland, 
Romania and the Soviet Union, the respective plan 
targets were exceeded. In Bulgaria, an 8 per cent rate of 
industrial expansion was still below the planned rate. 
Hungary did not plan for a deceleration of industrial 
growth in 1976, but the objective of compensating for 
the relatively low rate of growth of 4.8 per cent in 1975 
was not achieved: the growth rate in 1976 was in fact only 
4.1 per cent. 


The plans for industrial expansion in 1977 are mixed. 
A further slowdown is envisaged in Czechoslovakia, the 
German Democratic Republic and Poland. In Poland the 
planned deceleration in the growth rate is more than 3 
percentage points below the 1975 rate. The 10.5 per cent 
target in Romania is also lower (by one percentage point) 
than the actual rate in 1976. Bulgaria and Hungary are 
aiming at an accelerated expansion of industry. This is 
also the case in the Soviet Union, where the target rate 
is higher than the actual growth rate in 1976, although 
it remains somewhat below the plan target for 1976-1980. 
(For details of the performance of industry and, in parti- 
cular, of structural shifts and priorities in development 
programmes, see the sections on industry in this chapter 
and in part II.) 


In east European countries press reports have frequently 
referred to the relative lagging behind of construction 
activities in 1976. It has also been stated that the imple- 
mentation of development programmes and, especially, 
efficiency in investment spending have been affected by 
imbalances resulting from inadequate performance in 
the construction sector. Data in table 1.1 provide a 


global illustration of the relative retardation of this sector. 
Targets for 1977 have been published in a few countries. 
They do not indicate any acceleration in the growth of 
construction output in Czechoslovakia and the German 
Democratic Republic, while in Hungary the improvement 
15 very marginal. (For details, see the section on invest- 
ment in this chapter.) 


(iv) Changes in consumption 


Statistical data are not generally available for changes 
in domestically distributed NMP in 1976. In Hungary 
and Poland, the only two east European countries where 
these data have been published, the rates of increase of 
distributed NMP are considerably lower than the rates of 
growth of produced NMP (see text table below). This 
pattern of relative growth rates is a result of policies to 
reduce external trade deficits (the difference between pro- 
duced and distributed NMP being the export surplus). 


Growth in produced and distributed NMP 


(Annual percentage change) 


NMP 
Produced Distributed 
Hungary 
TOU GT Pepe tose, OO eas 3.0 1.0 
а ee ee 6.0-6.5 4.0-4.5 
Poland 
Plariv 97 sera a pete oe aged eae aa Dall 23. 


Sources: As for table 1.1. 


More complete data are available for changes in 
aggregate (personal and social) consumption in terms of 
its share in distributed NMP (see text table below). 


Percentage share of aggregate consumption in national income 


(Distributed national income = 100) 


1974 1975 1976 — 1976-1980 
Bulgaria еее ИТ. 69.6 72.0 < 74.0 
Czechoslovakia ...... 71.8 70.7 
German Democratic Republic 77.4 78.0 Е С 
И О пов а alo & 74.8 Tey? 75.0  73.0-75.0 
Е! о Gos af o@ 5 9 6 Be 62.8 62.2 ot je 
Soviet Unione.) ее 73.9 75.5 75.0 75.4 


Sources: National statistics. 
а Planned. 


Whereas in the Soviet Union and Hungary the per- 
centage share remained virtually constant in 1975 and 
1976, it increased in Bulgaria. (For an analysis of trends 
and policies in incomes, retail trade and consumer 
prices, see the section on consumers’ incomes and 
supplies.) 


2. AGRICULTURE 


Growth rates of agricultural output varied widely 
among the countries of the region in 1976 (table 2.1). In 
the Soviet Union total production increased by 4 per cent 
after a decline in 1975, when agriculture was adversely 
affected by extremely unfavourable weather. In eastern 
Europe the highest production increase was in Romania 
(17.2 per cent over 1975). There were also good results 
in Bulgaria, although output increased at a more modest 
rate (3.1 per cent over 1975). Agricultural output in all 
other countries of the region remained unchanged in 1976 
or dropped below the 1975 level. 


The German Democratic Republic, Czechoslovakia, 
Hungary and part of Poland were seriously affected by 
an extended hot and dry period during the spring and 
summer and, in particular, by insufficient rainfall in the 
main month of the growing season followed by excep- 
tionally high temperatures in the summer and by a 
relatively cold autumn with above-average rainfall. In 
the German Democratic Republic the rainfall during the 
main growing season was the lowest recorded this century. 
The precipitation rate in Czechoslovakia was considerably 
lower last year than in 1947 when a drought seriously 
affected agriculture. Weather conditions were similar in 
Poland (in the western parts of the country), and in 
Hungary. Drought conditions from the middle of June 
until the end of July, were followed by a cool and sunless 
August. 


The great lack of moisture, particularly in the German 
Democratic Republic and in the western parts of Czecho- 
slovakia and Poland, resulted in low yields for root and 
fodder crops. Grain yields were also affected, though to 
a lesser extent than for other crops. For these countries 
(except Hungary) 1976 was the second drought in suc- 
cession and for the German Democratic Republic and 
Czechoslovakia 1976 was even worse than 1975. The 
weather in the Soviet Union was more favourable last 
year than in 1975, although the summer was wet in 
large areas of the country and low temperatures as well 
as a lack of sunshine affected agricultural production. 
The harvest had to be carried out in a very short time. 
The good harvest results in the Soviet Union in these 
conditions were largely due to more efficient organization 
and, in particular, to the improved use of agricultural 
machinery. 


In 1976 crop production increased faster than animal 
output in all countries of the region except the German 
Democratic Republic, Czechoslovakia and Hungary, 
where crop production declined as mentioned earlier, As 
a result of the poor harvest in 1975, livestock output 
declined in Poland, the Soviet Union and, slightly, in 
Hungary. 


(i) Crop production 


GRAINS 


Total grain output of the east European countries and 
the Soviet Union amounted in 1976 to about 302 million 
tons (table 2.2). With record harvests in the Soviet 
Union, Romania and Bulgaria, this is the highest grain 
output so far reached in the region. The annual average 
grain production of the previous five-year period (1971- 
1975) was exceeded by 18.5 per cent. These satisfactory 
results were obtained in spite of the unfavourable weather 
in most countries of the region and largely through a 
more intensive use of modern farming methods and 
greater mechanization of agricultural work. The in- 
creased share of high-yielding varieties in the area sown, 
particularly in the Soviet Union for wheat, contributed 
to a great extent to these results. Compared with 1975, 
grain output increased in all east European countries 
except the German Democratic Republic and Hungary 
(where it declined by 8 and 7 per cent respectively). In 
Czechoslovakia the total volume of cereals produced in 
1976 remained at the same level as in 1975. 


In the Soviet Union almost 224 million tons of grain 
were produced last year. This is 23 per cent above the 
1971-1975 average and 84 million tons or 60 per cent 
more than in 1975. The highest increase was in feed 
grains (45 per cent above the 1971-1975 average). Al- 
though the area under feed grains was slightly enlarged 
in 1976 compared with 1975, the yields of feed grains 
grew faster in 1976 than in preceding years. Output and 
yields of barley in 1976 exceeded the 1971-1975 average 
by 60 and 32 per cent, respectively. The emphasis given 
to the faster development of feed grains is in accordance 
with the needs of Soviet agriculture and is in line with 
the targets of the current five-year plan. 


Soviet wheat production amounted to almost 97 million 
tons, exceeding the average of the 1971-1975 period by 
9 per cent and the low harvest of 1975 by more than 
30 million tons. Yields of wheat increased by 12.4 per 
cent over the 1971-1975 average and reached 16.3 quintals 
per hectare. The area under wheat declined in 1976 by 
4 per cent (by 2.5 million hectares) whereas the total 
area under grain remained at approximately the same 
level as in 1975 (128 million hectares). 


In the east European countries total grain output 
amounted to 78.3 million tons, about 5 million tons more 
than in 1975. This increase was attributable to Romania, 
Bulgaria and Poland. In the other countries grain output 
did not increase in comparison with previous years. 


a о et a 
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TABLE 2.1 


Gross agricultural output 


a a, 


Annual percentage change Indices, 1966-1970 = 100 Percentage share 
ee ea en er el eee 
Country and period Total Crop Animal Total Crop Animal Crop Animal 


Е ae ee gee 


Bulgaria 


ок ee —1.5 —7.5 7.4 109.6 101.8 123.3 56.5 43.5 
о Cee. ми. 7.0 8.0 5.8 117.3 109.9 130.5 56.7 43.3 
С бл оо Ве, В 5.0 F 3 123.1 
jem. te, ek 3.1 4.2 1.9 120.9 114.5 133.0 
а 2. 4.0 “a i 125.7 р A, 

Czechoslovakia 
о о ee, eRe mk he es 2.2 eS 2.8 120.3 115.0 125.0 45.5 54.5 
IRE) io: ia) Ae Mee Gn areca ея —1.0 —2.9 0.5 119.1 de, 125.6 44.6 55.4 
НСО Neuer ee eae Shs! 8.3 2.4 5: ke we ee a 
IIS WAG oe а И amen de ee —2.7 —6.3 0.2 115.9 105.8 125.9 43.0 57.0 
УТ ate Sed ict ee rs 8.2 16.5 1.9 р у ; 

German Democratic Republic 
ОЕ ae a ee a es 9.1 6.3 118.4 111.1 124.5 42.6 57.4 
ПЕ а ert ee Ам —3.0 —9.6 2.0 114.9 100.4 126.9 39.7 60.3 
Раб. 1.4 ae a эй 6 ve a <a 
LOT OUPMCari о. —9.8 103.6 
И А о ore ek. ww Sle 2.8 

Hungary 
М с.” 3:5 0.2 8.0 124.3 120.9 128.7 55.5 44.5 
ISAS а ея Dak 2.7 1.4 126.9 124.2 130.5 55.8 44.2 
LE) IRIS ce Glu AG Suen ome ca. 4.0 6.0 1.0 я a ee 
и. —3.0 —5.0 —1.0 123.1 118.0 129.2 
Ва... 7.0-8.0 10-12 4.0-5.0 

Poland 
OTA Meme ee, en cae A el vs swat 1.6 —0.7 4.2 123.5 116.4 UBC? 52.4 47.6 
ПТ о ие О —2.1 —3.0 —1.0 120.9 112.9 130.4 51.8 48.2 
Об Mae) cide ce Sulcus 5.9 7 7 a a ne 3 и 
н.о —0.8 5.4 —7.5 119.9 119.0 120.6 55.1 44.9 
О ие Ses 6.0 4.5 Ee ate ae Ms a 

Romania 
CAL cu de и. 15 0.7 15) 128.5 121.1 139.8 58.5 41.5 
Oi сом Пе сер О И ee As 3.0 0.0 6.7 1320 12:2 149.2 57.0 43.0 
РАО бо 6 ais ое 15.0-26.6 AP an es oe ee ae 
о Cena CT ne ae ee 1772 5 vet 154.7 
hii моб оо Bea Oee с 1.9-13.6 Pr 

Soviet Union 
LD Ameer и sa Se tes: he —2.7 —10.0 Sp 118.3 22 124.6 48.3 51.7 
LOT Sie ma Arie cet is Sokge ai ray BP etal” Pi — 6.3 —10.5 —2.5 110.8 100.8 175) 46.2 53.8 
О 9707. eee о ое с 3.0 oe oe Ae Fi Me xe an 
Oi Gio ame teas. or hommctu ue <3 4.0 115.3 
о eo Sasser ass 5.4 

Byelorussian SSR 
OTA aes cele но НУ OF —2.8 —9.2 3.4 116.6 104.6 128.9 45.7 54.3 
По ое, ее 0.6 3.4 —1.7 И.Э 108.2 126.7 47.0 43.0 
Е А ое о в 2.3 ae ae 105.4 eee ee и Se 
9/7, Gime eros ос О is Nis ence 2.0 Ae Ae 119.6 
lang 97 7eeo cece mes ee we. ое 2.6 р a 107.8 

Ukrainian SSR 
OT AER eee со ЕЕ —1.7 —6.8 4.4 122.7 118.4 127.7 51.9 48.1 
О О С ost oa xe .. —10.5 — 17.5 —3.0 109.8 OTe 123.9 47.9 ор 
Бабе UB: oe Ae ae и. О a a 
ОАК ое ee Rr ote 8.3 к a 118.3 
Plan OT 7c ос бое 4.7 fi. r 


na EEE 


Sources: National statistics, plan and plan-fulfilment reports, CMEA Statistical Yearbooks. 
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In Romania a record harvest was brought in last year, 
exceeding the average grain production in 1971-1975 by 
more than 32 per cent. The highest increases were 
reached in the output and yields of wheat (37.2 and 
35.6 per cent over 1975, respectively) and maize (26.6 and 
23.0 per cent respectively). Maize production in 1976 
was up by 40 per cent over the 1971-1975 average. 


In Bulgaria grain production rose by 11.7 per cent 
over 1975; this is 16.5 per cent above the average of the 
previous quinquennium. For the first time the output 
of maize exceeded 3 million tons. The average maize 
production of the 1971-1975 period was surpassed by 
more than 27 per cent. The output of wheat increased 
by 12.5 per cent over 1975, that of coarse grains by 
9.3 per cent. The increase in output of all grains except 
maize was due to higher yields. Maize yields declined 
slightly and the higher output in 1976 was the result of a 
larger area under maize. 


In Poland grain output in 1976 was about 20.8 million 
tons. This is 6.6 per cent higher than the poor harvest 
of 1975, but is below the average level of the previous 
five years (21.2 million tons). Despite unfavourable 
weather (the insufficient rainfall in large areas of the 
country last summer affected crop production), good 
results were attained with respect to yields of wheat 
and barley. Wheat yields increased by 10.6 per cent 
over 1975 and represented the second highest level so far 
obtained in Poland. 


In Czechoslovakia conditions for grain growing were 
unfavourable, particularly in the western part of the 
country. The production of grain in 1976 remained, 
however, at the same level as in 1975 and amounted to 
about 9.4 million tons. The second highest ever harvest of 
wheat was due both to an enlarged area under this 
cereal and to increased yields; the latter exceeded the 
1971-1975 average by 3 per cent. 


In Hungary total grain production in 1976 was 7 per 
cent below the amount in 1975, but only because of the 
low maize harvest. Maize output was seriously affected 
by the drought last summer and by heavy rainfall and 
the cool weather during the ripening and harvest season. 
Maize on 10-15 per cent of the sown area—nearly 
1,500,000 hectares—stopped developing early and farm- 
ers had to cut the stalks for fodder. The decrease in 
maize acreage by 5 per cent and the decline in yields 
were responsible for a fall of maize output by 1.9 million 
tons below the 1975 level. On the other hand, there 
was a 27 per cent increase in wheat and rye production. 
Output of wheat amounted to a record 5.1 million tons, 
although the area under wheat was slightly reduced (by 
1.4 per cent). Wheat yields reached 38.8 quintals per 
hectare, almost 17 per cent over the average yields in 
1971-1975. 


In the German Democratic Republic grain output in 
1976 was 8 per cent below the level in 1975. The area 
under wheat continued to increase (by more than 10 per 
cent in 1976), and because of this wheat production 
almost reached the same level as in 1975. 


Autumn planting was generally on schedule, although 
in some countries it was affected by the autumn rainfall 
and had to be carried out in a very short time. The 


area sown to winter grains was generally extended, par- 
ticularly in the German Democratic Republic, in Poland 
and Czechoslovakia. 


NON-GRAIN CROPS 


With respect to non-grain crops (table 2.3) the situation 
in 1976 in the countries which suffered from the drought 
was worse than for grains. The total output of sugar- 
beet in the region as a whole increased in 1976 by about 
30 per cent. In three countries, Czechoslovakia, the 
German Democratic Republic and Hungary, it declined 
by 27.5 per cent, 20.4 per cent and 4.1 per cent respectively. 
In Hungary, however, although the sugar-beet harvest 
was lower than in 1975, there was an 18 per cent increase 
in the volume of sugar obtained, owing to the increased 
sugar content of the beet. The highest increases in sugar- 
beet production were in the Soviet Union (48.7 per cent 
over 1975) and Romania (42.7 per cent). In both countries 
the sugar-beet harvests were the largest ever. The same 
is true in Bulgaria and Poland, with more modest growth 
rates, however, than in the Soviet Union and Romania. 


In spite of the continuous decline in the area under 
potatoes in almost all countries, the output of the whole 
region in 1976 exceeded slightly that of 1975, although 
only Poland and Romania surpassed the average produc- 
tion of the 1971-1975 period. 


The fodder situation in some countries of the region 
improved substantially in 1976, mainly as a result of 
better harvests but also of efforts aimed at a more 
economic use of all kinds of fodder. The problems which 
appeared in this respect in 1975 and 1976 as a result of 
unfavourable weather accelerated the process of change 
towards industrially processed fodder. On the other hand, 
much research work has been undertaken in an attempt 
to find new sources so as to stabilize fodder supplies. 
Several countries of the region have started, for example, 
to use straw which is treated with a caustic soda solution, 
enriched and processed into pellets for fodder purposes. 
In the German Democratic Republic more than 1.4 mil- 
lion tons of straw pellets were produced in 1976 and it is 
planned to increase production to 4 million tons by 1980. 
The nutritive value of this quantity would be enough to 
feed about 1.3 million head of cattle and to meet more 
than 20 per cent of fodder requirements for cattle. In 
Czechoslovakia it is also planned to make greater use of 
straw for feeding purposes. About 500 units for the manu- 
facture of granulated livestock feeds, using straw, are 
already in operation. For these two countries the solu- 
tions to the fodder problem became urgent last year when 
the yield of green fodder, hay and root crops declined 
by 20 to 30 per cent. Special measures were taken to 
enlarge the area of summer, and even more of winter, 
catch crops, and to use all reserves (including by-products 
and wastes from the food-processing industries and other 
branches of the economy) for fodder in order to maintain 
the level of livestock production. As is shown in table 2.4, 
the animal population in both countries remained more 
or less at the same level as in 1975. In other countries 
of the region the increased yields of fodder crops in 1976 
were used to rebuild livestock numbers, which had fallen 
in 1975/76, particularly in the Soviet Union and Poland. 


от. ПЕ РИОЕРУИ 


Е. TABLE 2.3 


Production and yields of non-grain crops 


(Output in thousands of tons; yields in quintals per hectare) 


Se ee 


Potatoes Vegetables гы Sugar-beet Cotton 
Country and period Output Yield Output Yield ens "Orau eye Ор yeaa 
Bulgaria 
LS [A rae gece, Зе 345 108 1 748 167 2 003 1 611 267 9/2 10.2 
OFS eae: м. аа. 318 105 1 374 = 1999 1758 230 31.6 11.9 
О.Е оо. 353* Ry, ae ait в 2 280* 325* 
Czechoslovakia 
с wis ool hake ts choc: sic a 4 522 163 1 058 ts 253 8 219 397 
INT CK) By ca ee ee 3 565 163 1 087 5 334 7 734 356 
ТОО ome в с 4 030 168 760 ats ms 5 604 260 
German Democratic Republic 
TSE: ap yates aed th Nios sa el eae cine 13 404 211 1145 ys 432 6 959 297 
ОЕ р Le. eee te 7 673 134 984 as 645 6 414 242 
TOMAS. cy. pel ее А.И. 6 816 114 se ae 615 5 106 191 
Hungary 
Е о. 1720 126 1962 a8 2 162 3 708 377 
LDS mere eee и 1 630 126 1 632 ae 2 168 4 089 322 
37 Ghee о о es Ser 1 369 117 ae ae 2 138 3 925 305 
Poland 
HOAs meee SOO er te. 6 em 48 519 181 3 501 x. 1 132 12 971 295 
и... 46 429 180 4 125 oh 1 384 15 707 317 
RIS 3G ues oO о. 50 012 203 3 779 м 1864 16 258 293 
Котата 
ТОЛИ ооо вене ОА и 4 119 137 2955 ie 2 146 4947 226 
в 2716 89 2518 ale 2 258 4905 199 
ORIG oe. Rac eee Gee eee 4 231 170 3 313 or 2 733 6 997 298 
Eastern Europe 
NL by sea ee 72 629 ae 12 369 es 8 128 38 415 
Повар et ee, Sere: is 62 331 as 11 720 5 8 788 40 607 
1977 о ое ме 66 811* № ae ae 40 170 
Soviet Union 
[LO FAmmr ок 81 022 101 24 811 145 12 441 77 948 216 8 409 29.2 
LOTS ть. 88 703 112 23 351 135 14 235 66 314 181 7 864 26.9 
ПО и. т iat ae 85 135 120 23 537 ie 14 954 98 605 263 8 281 
Byelorussian SSR 
19 TAG A eee ba ales ke es 12 437 139 705 146 125 1 066 228 
1.975 ан 12 736 145 710 148 693 1 161 223 
Об MORE oe teens. ei. ve 14 174 161 654 a oar 1 063 a 
Ukrainian SSR 
OTA ae ces seep eo Spec и 20 908 110 7 138 3 583 48 258 274 
О ее. 16 469 88 6 038 116 3 697 38 558 217 
Soviet Union and eastern Europe 
ПОЙ ine eT OR ago. Om ta meme 153 651 $ 37 180 a 20569 116363 
1197 Saperecom ee. epee 151 034 Se 35 071 A 23023 106921 
1976 Mert Gs ee tee mete 151 946* ae fe ых to HIRES 775 


Sources: As for table 2.1. 
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TABLE 2.4 


Livestock and livestock output 


(Livestock in thousands of head; meat, milk and wool in thousands of tons, eggs in millions) 
ee he SS 


Livestock Livestock output 
—————— 


of which: Sheep of which: 


Country and period Cattle cows Pigs and goats Meat poultry Milk Eggs Wool 
о Soc В ee ee 
Bulgaria 
OLAS ae ee т! 1 622 679 3 422 10 090 562 116 1 782 ЕД yes 
О Mees ne ts hee lee 1725 703 3 889 10 335 657 112 1 803 1 ps 34. 
о Ра 1794* 724* 3453* 10025* ae ae 1 796* 1 837 
Czechoslovakia и 
5 338 
[974g reese aw cae с 4 566 11927 6 719 951 1 606 113 
О В о aro. Bn a ee 4555 1 903 6 683 926 1 666 124 5 298 4 499 
бы. ans =. вм: 4 654 1 898 6 820 пои Bs 138 5 238 4 492 
German Democratic Republic 
1974 eee ee, Sy. ok ae о ee 5 585 2 157 О 1912 1 598 124 8 075 4922 9.1 
О ame, eR IR ae ane ae 5532 2 155 11 501 1935 1 718 127 8 095 5 047 9-7 
A GSMA GS 5 te ее 5 471 2 146 11 291 1 920* a Oe 8 092 5 300* Be. 
Hungary 
со alee EN meteor nae 2017 797 8 293 2 056 1 680 339 1 959 3 628 8.3 
ODS te at ee ee 1 904 760 6 953 2 054 1 840 355 1 920 4001 8.4 
Об Sr se Monee, er Ree ; 1 888 770* 7 855 2 348 < 1 688 390 2 035 3 700 8.4 
Poland 
о жит pours ete eo wer ie 12 815 6 350 21 708 2 760 3 067 206 16 802 7 871 9.0 
LOTS Pe rears ee ee, Pa See. re: 12 764 6 138 21 647 3 218 3 067 236 16 516 8 013 9:5 
ке ки ute 11 998 5880* 18 848 3 430% 2889* HPS 16 632* 8 000* 9.5 
Romania 
о eae oe 5 983 2 997 8 566 14 372 1 926 a 4 348 4 871 30.8 
и а и. ao 6 126 3 028 8 813 14 310 2 063 354 4 442 5 412 Sih} 
О бе. ae els а : 6 349 3 014 10 192 14771 2 207 395 4 811 6 147 ЗЕЛ 
Eastern Europe 
И ме к И 32 588 14 905 60 227 32 141 9 182 a 38 304 27 477 
а о ABS Е 32 606 14 687 59 486 32 778 10 328 se 38 074 28 789 
ОЕ pees: A> ЧЕЛ 32 154 14 432 58 460* 33 291 a к 38 604 29 480* 
Soviet Union 
LOA ale rere ey city, age, = 109 122 41 910 ПР ИЗ 14 620 1400 91 760 55 509 462 
О Eh Geen EERE me ane ate eee 111 034 41 917 57899 147091 14 968 1 500 90 804 57 463 467 
LD LOR A пою, eo kre aD 110 300 42 000 63000 144900 13 400 1 400 89 100 55 600 432 
Byelorussian SSR 
NN Sate ae ee И 6 261 2 608 4 328 604 815 55 6 044 2 528 1.2 
о. 6 406 2 680 3 999 565 842 57 6 109 2 694 1.0 
OHS ea SE dal ak eee rn С se: ai a a 781 Si 6 026 2 523 
Ukrainian SSR 
LO AP eh ater as ree ee 23 548 8 969 20 802 9 547 3 438 401 РАТЬ! 12 059 27.6 
точ о ee en 24 180 8 978 16 847 9 115 3 516 408 21 287 12 429 28.8 
1976 . ee a ee ыы me = у 20 700 11 700 24.9 
Soviet Union and eastern Europe 
LOAN РИ 141 710 56815 132500 183373 23 802 .. 130064 82 986 
LOD Ree eee saci ee Cee 143 640 56 604 117385 179 869 25 296 .. 129834 86 252 
LOT. OS ane А ee ee 142 454 56 432 121 460* 178 191 2 .. 127704 85 080* 


Sources: As for table 2.1. slovakia and Romania. Eggs include only hens’ eggs for Czechoslovakia, the Ger- 
Note: Livestock numbers are on the basis of end-of-year censuses. Meat is in man Democratic Republic, Hungary and Poland. Wool is raw wool on a greasy 
carcass weight for Bulgaria, the German Democratic Republic, Hungary, Poland basis. 
and the Soviet Union; in live weight for Czechoslovakia (including beef, veal and а Excluding goats 
pork only), and for Romania. Milk is in millions of litres for Hungary, Czecho- - 


SRS ie a acme LL ete tas ee ВИ Ey) 


3 (ii) Animal output 


In 1976, animal output developed at a slower pace 
than during the previous five-year period in all countries 
of the region for which information is available. Romania, 
the only exception in this respect, increased the produc- 
tion of meat by 7 per cent, of milk by 8.3 per cent and of 
eggs by 13.5 per cent. In Bulgaria, Czechoslovakia and 
the German Democratic Republic, animal production 
grew at only modest rates in 1976. On the other hand, 
animal output declined in Poland, the Soviet Union and, 
slightly, in Hungary. The poor harvests in 1975 and, in some 
countries, in 1976 affected livestock numbers, particularly 
of pigs. In the Soviet Union the number of pigs declined 
by about 20 per cent in 1975, but increased by 8.8 per cent 
in 1976, reaching 63 million head, which was still about 
13 per cent below the 1974 level. In 1976 new large-scale 
enterprises for livestock breeding and fattening were put 
into operation for pigs (600,000 head), young cattle 
(88,000 head) and dairy cows (136,000 head). In Poland 
the number of pigs declined by 9.7 per cent in 1976, in 
the German Democratic Republic by 1.8 per cent and in 
Bulgaria by 11.2 per cent after an increase of 13.6 per cent 
in 1975. Owing to measures taken to encourage pig 
rearing (increases in procurement prices, guaranteeing of 
adequate fodder supply), the pig population in Hungary 
increased by 13 per cent compared with 1975. Great 
efforts were made in all countries faced with fodder 
shortages during the last two years to minimize the 
reduction of livestock numbers. As the results show 
(see table 2.4), the numbers of cattle and in some countries 
also of pigs remained more or less at the same level as 
in previous years; in Bulgaria, Romania and Czecho- 
slovakia there were in fact increases. 


In Poland the poor harvest in 1975 affected feed supply, 
causing a decrease in the number of animals. The har- 
vest in 1976, although better than in 1975, was not good 
enough to permit the rebuilding of livestock numbers to 
the 1974 level. Decisions were taken by the Polish 
Government to increase animal numbers; besides the 
increase in grain and protein feed imports, emphasis has 
been given to the extended production and the more 
economic use of fodder, to increasing the supply of 
mixed fodder, and to the introduction of more effective 
incentives to accelerate fodder production as well as 
animal output.! Co-operation between private farms and 
socialized farming enterprises is to be developed faster 
than in previous years, especially with respect to fodder 
production and animal husbandry. 


In the Soviet Union, Hungary and Poland meat output 
declined in 1976 by 10.7, 9.0 and 5.8 per cent respectively, 
mainly owing to the need to restore animal stocks. In 
the German Democratic Republic the 1976 plan target 
for state procurement of meat was lower than in 1975. 
Although the target was slightly surpassed the result was 


1 Low-interest loans have been introduced for teams of collective 
farmers and individual farmers for the purchase of dairy cattle, 
heifers and pedigree sows. These loans may be partly remitted. 
The loans granted for the purchase of cattle are repayable within 
three years and for pigs within a year. Considerable relief has 
also been granted as regards fees for the treatment of cows. Pre- 
ventive inoculations will be carried out free of charge on all indi- 


vidual farms. 


below the level in 1975. There were big increases in meat 
output in Bulgaria (state procurements rose by 11.2 per 
cent) and in Romania (7 per cent over 1975). 


Almost all countries of the region increased the output 
of milk (except the Soviet Union and Czechoslovakia, 
where milk output declined by 1.9 and 1.1 per cent 
respectively), mainly owing to increased yields per cow, 
since the number of cows increased only in Bulgaria, 
Hungary and Romania. 


(iii) Agricultural policy measures 


In some countries of the region governments took mea- 
sures to compensate for the losses arising from the bad 
weather. In the German Democratic Republic the Govern- 
ment allocated 300 million marks of state subsidies to 
farmers so as to guarantee their incomes. Similar mea- 
sures were taken in Hungary and Czechoslovakia. 


In Poland agricultural producer prices were increased 
in 1976. Thus, in spite of the modest harvest, the real 
income of private farms grew by about 8 per cent, com- 
pared with the 3.8 per cent increase in non-agricultural 
sectors. The new prices are supposed to ensure the 
profitability of agricultural production and also to provide 
an incentive to accelerate the growth of domestic produc- 
tion of grains and feeds. 


In Czechoslovakia, adjustments of agricultural pur- 
chase prices were made for individual farm products at 
the beginning of 1977. These changes are aimed at 
increasing the effectiveness of agricultural production. 
In animal production the main objective is to support 
the production of slaughter cattle and of milk, and in 
plant production to support the output of sugar-beet and 
potatoes. The system of economic instruments is de- 
signed to improve the distribution of the main agricultural 
products and to encourage further concentration and 
specialization of agricultural production. 


In Hungary, organizational changes, increases in pro- 
curement prices, and measures to ensure an adequate 
fodder supply, were the most important steps taken to 
increase pig-meat production. According to the new 
regulations, state procurement enterprises are obliged to 
buy pigs offered for sale immediately, or within eight days. 
From January 1977 the producers on subsidiary plots who 
undertake to sell fattened pigs to procurement enterprises 
for at least three years will receive a special premium of 
0.50 forints per kilogramme in the first year, 1 forint in the 
second year and 1.50 forints in the third. It has been 
announced that in 1977 a premium forint will be paid to 
producers selling pigs to the state.? As a result, the pig 
population increased considerably during the second half 
of 1976. To increase supplies of vegetables and fruit pro- 
curement, prices have been raised and will be raised further 
in 1977.2 In addition, there were rises in the prices of 
certain agricultural chemicals and of fodder on the one 
hand, and increases in state purchase prices of agricultural 
products on the other. Information on state procurements 
of major crops and animal products in eastern Europe and 
the Soviet Union is contained in table 2.5. 


2 Népszabadsig, 22 October and 27 November 1976. 
3 See section on consumers’ incomes and supplies. 
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-(ivy) Investment, supplies and deliveries of agricultural land were put into operation last year and 


water was supplied to 8 million hectares of pasture. 


| 368,000 tractors, 240,000 lorries and 98,000 grain har- 
Agricultural investment in the Soviet Union amounted _ vesters were supplied to the agricultural sector. Invest- 


in 1976 to 32.1 billion roubles, which is 27.4 per cent of ments allocated to agriculture increased considerably in 
total investment in the whole economy (table 2.6). Some 1976 in Poland, Czechoslovakia, Romania and Bulgaria. 
20.6 per cent of agricultural Investment was allocated to More emphasis was given to land reclamation, installa- 
land reclamation, a substantial increase compared with tions for large-scale animal breeding and fattening farms 
the previous five-year period when the share was 16.4 per and to capacities for the storage and manufacture of 
cent. New capacities for the irrigation of 750,000 hectares fodder, including artificial drying plants. 


TABLE 2.6 
Investment and fixed assets in agriculture 


SSS SSS sss 


As perventage of 


Gross investment total fixed 
Millions of national currency units As percentage Fixed assets assets in the 
= | м of total gross —_—_—__—_——_ material 
‘ountry and period Total State Co-operative investment Millions of n.c.u. sphere 
Bulgaria 
Od Seem ret le, fort eee Tee. 744.7 oe 218.0 16.3 5 614 18.9 
о 718.7 ЗЕ за 14.2 5871 18.2 
О ое М 770.4 : 14.5 ae a 
Czechoslovakia 
LOAN een ty Roe бек 14 257 5171 8 166 11.8 165 005 15.9 
DAES: о ee ae 16 155 5 877 9 243 12.3 176 117 15.9 
1D hok ob Ue Oe rari 16 880* 12% 
German Democratic Republic 
ОА, ое они 4 889 az a5 127 45 725 ИЗ 
OV elo 6 att Moe oC сек 5 100 re i 12.7 47 750 13.0 
Hungary a a 
NO TAM Mee hae Va sa oe te Se 14 906 4 252 10 654 12.4 177 000 18.4 
Я п еее : 16 833 4 526 12 307 PES 188 100 18.© 
Poland Е. 
а а ый, 60 173 40 064 13.0 768 000 25,3 
СД соо Во Pa, he iow a tec Se 70 073 49 783 132 817 000 25,5 
Е 7G wee cee о vee BP ah es oy Fe 67 700 Re 12.8 ae Rit 
О а не a 89 000 
РАВ ее 90 400 14.6 
Romania 
NO 74 о р te а 13 389 9 103 4 286 12.3 
О оао 15 475 10 697 4 778 12.3 
Meri Coe Sea eo о 17 200 a ie 12.0 
1CHIDS “Gy Ss Nn м ee ome 20 900 
PVA” еее 21 200 11.8 
Soviet Union 
(ele Cad eo ПР О нЕ 28 492 18 326 10 166 27.0 153 20.6 
О ce ne eae a) eo 31 036 20 245 10 791 27.0 168 20.9 
Раис 31 400 21 300 10 100 27.0 es 6 
ТО ео. 32 100 21 000 11 100 27.4 
Planwl O77 ео. 32 700 22 200 10 500 27.0 
Byelorussian SSR 
"1974 и оба 1240 754 486 35.0 5 437 18.9 
С Are ek ek ae 1 342 809 533 36.3 5 944 19.1 
обо оо 1349 са 
krainian SSR 
Е 1974... A RS ae Sa ee ee 4 204 1 635 2 569 25.1 24 974 14.8 
ПО и о tcc 4 858 2200 2 658 2.1.3. 27 182 15.1 
О ое ооо БК 5 000 


Sources: As for table 2.1 а At current prices, socialist sector only. 
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The supply of tractors to agriculture was somewhat 
lower than in 1975 except in Bulgaria where it increased 
by 8.7 per cent (table 2.7). The same tendency applied 
with respect to grain harvester combines and other 
harvest machinery. Since crop harvesting in most east 
European countries is almost entirely mechanized, annual 
deliveries will not increase at such high rates as in the 
preceding decade. 

Fertilizer supply to agriculture amounted in the Soviet 
Union to 17.9 million tons of pure nutrient content in 
1976 (table 2.8). This is 28 per cent higher than the 
annual average of the previous five years. In east Euro- 
pean countries the supply of fertilizers developed satis- 
factorily in 1976. A substantial increase was achieved in 
Romania (23.2 per cent more than in 1975). 


Land reclamation programmes were implemented on a 
large scale in all countries in order to raise yields and to 
create zones where production of cereals would be less 
affected by climatic variations. In those countries which 
were affected by the drought in 1976, the existing irriga- 
tion systems were used to the maximum, as were suitable 
pumping facilities in non-agricultural sectors. Some 
further measures were based on the experience gained in 
1975 and 1976 in, for instance, the extension and modern- 
ization of irrigation systems, the accelerated introduction 
of sprinkler irrigation capacities and the creation of water 
reservoirs for agricultural enterprises. In some countries 
such decisions were incorporated in the plans for 1977 
and in the laws on the current five-year plans. 


TABLE 2.7 


Stocks and deliveries of agricultural machinery 


Stocks of tractors Deliveries 
In thousands 
Physical of convention- Agricultural Н.р. 
units al 15 h.p. land in hectares per 100 hectares 
Country and period in thousands units per tractor of arable land Tractors Grain combines 
Bulgaria ы 
ПЕ о ав Вы 133.1 45.2 48.5 Tek 0.7 
о 136.0 43.8 51.6 6.4 1.8 
О ЖЕ с aa 6.9 2.0 
Czechoslovakia 
ПО. eee 141.9 49.6 9.5 2.6 
IE ier. A ee 142.1 49.3 9.6 2.6 
1976. 6.1 24 
German Democratic Republic 
J OVA are eek is Meeks tes 142 42.0 155.4 9.8 1.4 
IMS а “aa fete 140 42.0 166.8 9.3 1.4 
1976. 8.8 
Hungary a 
O74 ee 62.4 119.5 57.0 68.0 hel 1.8 
о в с 60.6 123.4 55.0 70.0 5.8 1.9 
1976. . 59.2 128.3 53.0" 5.0 О 
Poland 
OYE, 2 364.8 478.9 52.8 3:2 40.5 2.6 
о 401.2 528.3 47.9 a6 42.0 2.8 
1976. 420.0 45.7 44.0 
Romania 
1974. . 116.8 2 
1975. . 119.5 te ae о rae Е 
1976. . : р 
| 11.9 5.6 
Soviet Union 
TO et a ae Rey es Se ea ee ae 22, 
LSS ee OP, cn Se RE fe os sisi ieee 
1976. 23 68.0 on 92.0 
368. 98. 
Byelorussian SSR : 
1974. 99.4 
1975. ие one 85.0 16.4 2.9 
1976. -1 90.0 15.8 3.2 
15.4 
Ukrainian SSR + 
1974 
. 359.6 
1975 a 117.5 63.0 54.5 11.8 
Plan 1976 . 103.5 67.0 59.0 11.0 
57.0 11.0 


Sources: Аз for table 2.1. 


а Рег 15 h.p. units. 
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TABLE 2.8 


Supplies of chemical fertilizers and plant-protecting chemicals and consumption of electricity in agriculture 


ES See en en an ee - 


Fertilizer supplies 
(in pure nutrient content) 


Country and period 


In thousands 
_ of tons 


kgl/ha 
of arable 
land 


Supplies of plant- 
Protecting chemicals 


In thousands 
of tons 


kg|ha 
of arable 
land 


Consumption of electricity 
in agriculture 


Total in 
millions of kWh 


kWh per ha of 
agriculture 
land 


re ee eee 


Bulgaria 


Hungary 
о 
ТО ete 
1976... 


Котата 
1974. . 
1975... 
1976. 


Soviet Union 
1974, . 
1975. 
1976. 


Byelorussian SSR 
т 
1975... 
ИС, 2 ок 


Ukrainian SSR 
19745. 
1975. . 
1976. 


са. 1 500 


112 


23.4 


рр 
225 


64.3 
60.0 


4.4 
6.2 


4.7 


4.4 
4.1 


2 123 


12 829 


160 


PIG 


304 


А У ere ee eS 


Sources: As for table 2.1. 


3. INDUSTRY 


The growth of industrial production in the region as 
a whole slackened significantly between 1975 and 1976. 
Having risen by 8.5 per cent in 1974, and by 7.9 per cent 
in 1975, output rose by 5.7 per cent in 1976. However, 
the decline in the growth rate was somewhat less than 
anticipated on the basis of the annual national plans. 
Industrial production growth rates for the individual 
countries were also lower in all cases (table 3.1) as were 


TABLE 3.1 


Gross output, employment and labour productivity in industry 


(Annual percentage change) 


Gross Labour 
output Employment _ productivity 
Bulgaria 
О et 8.5 Dall 6.2 
О со о ео ee eee 9.9 1.4 8.4 
ЕТ ПОЯКЫ 5 5 6 c 6 6 5 a 9.2 0.5 < 8.6 
О aes tt cieaeey- 8.0 0.6 TE! 
lem WP о 5 use 6 6 6 9.2 
Czechoslovakia 
OTA ee ee т Soret oe ce aD: 0.8 5.4 
О ее 7.0 0.9 6.1 
Е 3 6 6 6 6 6 6 6 5.4 O9ie 4.5 
Пе. 5,5 0.6 4.9 
а ок 5:3 
German Democratic Republic ° 
ey ei bees о. eS 0.6 6.7 
ERIE Mou eee ane oe ical 6.4 0.3 6.1 
Bb NOU 5 2 6 6 a 6 be 6.0 
ОЕ oe tee Mee ЧЕ 5.9 
ЕСИ ae о чо боб 5.1 
Hungary 
LOT ASS ere. ee ee 8.1 0.7 7.4 
LOTS Bey а hee 4.8 —0.6 5.4 
Pei, боров с 6.0 0.0 6.0 
IO] GMa e 73 tee ee os 4.1 —0.8 4.9 
IEW MOY о бр ob a 6 a 6.0 0.0 2 6.0 
Poland с 
ПО ое 12.5 2.6 OF 
Е ee Gee 12.6 1.6 10.8 
Bin MOUS. 2 6 6 6 6 6 6 8.8 1.4 7.3 
Об мен 10.8 0.3 10.4 
Е IG 5 ово ес feo 0.3 7.0 
Romania 
Oe oes gue eas) ape 14.6 Tell 7.0 
Е ah Ree 12.4 5.3 6.8 
Plan 1976..... 10.2 1.6 < 8.5 
Я осад 11.5 De 8.8 
Plan 1977. . 10.5 1.2 а 9.2 


TABLE 3.1 (continued) 


————————————————ы—ыы—ы—ы——ы—ы—ы—ы—ы—=—=— 


Gross Labour 
output Employment productivity 
Eastern Europe 4 
Е 9.5 2.4 6.9 
1975. ee ee 8.9 1.6 TZ 
ei IOS 6 в об 7.6 0.9 6.6 
Об ео 7.8 12 6.5 
РАО mec: в: 6.9 
Soviet Union 
1974 ee oe 8.0 7. 6.2 
19:75 eae ee ee 7.5 1.9 55 
Рав об Е 4.3 0.9 < 3.4 
1976 is Oe ee 4.8 1.54 3.3 
‘Plan (1977 eee eee cece 5.6 0.8 а 4.8 
Byelorussian SSR 
1974 Fa oe eee ee eee 9.9 Za 7.6 
а оо, ВВ 10.5 2.6 О 
Е о боевых 5.4 Lie 4.2 
м 7.0 2.3 з 4.6 
Plane 97a ee 6.3 1.3¢ 4.9 
Ukrainian SSR 
197A a eo tre 7.6 1.9 5.6 
По тЫ 1.8 SD 
Plan 1976 . 4.1 0.6 < 35 
19} 62 se ЕВ 5s 4.1 1.8¢ PX 
и ИО Бодо лее 5.3 0.6 4.7 
Eastern Europe and Soviet 
Union 4 
LO TAS Speen ae Se eee 8.5 1.9 6.5 
[OTS eee oe ce ee 7.9 1.8 6.0 
Роб ее Sys 0.9 4.4 
бе 57 1.2 4.5 
Planyi Sia ee 6.1 


Sources : National statistics, plans and plan-fulfilment reports, CMEA yearbooks. 

Note: For 1974 and 1975 the data refer to total industry except for Bulgaria 
where they refer to state and co-operative industry. Unless otherwise indicated, 
productivity figures are derived from output and employment data. These may 
differ from officially reported productivity changes because of differences in the 
coverage of employment. 

* Employment derived from output and productivity data. 

> Industrial commodity production. 

с Sales. 

4 For the method of weighting, see Economic Survey of Europe in 1971, United 


Nations, New York 1972, part II, chapter 2, p. 67, footnote d. With 1975 as a base 
the weights are as follows: 


Bulgaria а se ee) ce sae eee 231 Poland Jiu. о 8.3 
@zechoslovakia =.) sone ee Sol Romania cs chee. Glee 4.8 
German Democratic Republic . 6.7 Soviet (Union =) ee oe 70.7 
Hungary? 7. Ss elses 72 Total cern. ek а 100.0 


ЕЕ RIO ee них у нии ow 8 


rates of growth of industrial employment—with the 
German Democratic Republic as a possible exception. 
The rate of growth of industrial labour productivity 
showed a somewhat more differentiated pattern. It 
accelerated sharply in Romania and, to a lesser extent, 
in Poland, where it had grown very rapidly in 1975. 


According to the plans for 1977, the rate of industrial 
expansion is to accelerate in the Soviet Union, Bulgaria 
and Hungary, to remain unchanged in Czechoslovakia, 
and to slow down in the German Democratic Republic, 
Poland and Romania. Should the plans be exactly 
fulfilled, the average growth rate of industrial production 
in the region will amount to 6.1 per cent. 


In the Soviet Union the slackening in the rate of indus- 
trial expansion was less than planned; annual growth 
amounted to 4.8 per cent against an envisaged 4.3 per cent. 
The over-fulfilment of the plan target was associated 
with a faster than planned growth of industrial employ- 
ment. The growth rate of labour productivity, however, 
was 3.3 per cent, just about as foreseen in the plan. 


As can be seen from the data below, the slowdown in 
the Soviet industrial growth rate began in the last quarter 
of 1975. It was accentuated in the first quarter of 1976, 
and there was little change in the growth rate for the 
rest of the year. 


Soviet industrial production by quarters 


(Percentage change over the corresponding quarter of 
the preceding year) 


I II Ш Iv 
LO о ое 8.3 8.3 8.0 7.4 
UES ce Sets aks: BAS aoe Wee 8.0 WUC 6.6 
OWS че" Ste 4.8 Jel 4.5 4.8 


Although both the producer- and consumer-goods sec- 
tors met their annual plan targets, over-fulfilment took 
place mostly in the producer-goods sector. The rate of 
growth of producer-goods output declined from 7.9 to 
5.9 per cent, whereas that of consumer-goods output 
declined from 6.5 to around 3 per cent. Some details 
on the growth of the two sectors in recent years are 
given in the following figures: 


Producer Consumer 
goods goods Ratio 
OTA teats А bs wiser Sect one 8.4 7.0 0.83 
NUS СА 7.9 6.5 0.82 
Plame 976i eet oe - 4.9 27 0:55 
ПО: 55 са. 3 са. 0.55 
ТОЛИ 5 ese erent a ie 5.9 4.9 0.83 


On the branch level, the slowdown in the growth rate 
was widespread, electricity being the only branch with a 


growth rate faster than in 1975. The engineering and 
chemicals industries continued to expand at impressive 
rates (table 3.2), but growth in the food industry came to 
a halt, while it was very modest in non-ferrous metals, 
wood processing and light industry. 


Electricity output (in kWh) rose by 7.0 per cent, with 
a rise in electric power generating capacity of 5.4 per cent. 
Output of coal rose by 1.4 per cent, of crude oil by 6.0 per 
cent and of natural gas by 11.0 per cent. The figure for 
coal output marks a departure from the current five-year 
plan, which calls for an average growth rate of 2.8 per cent 
in the years 1976-1980, whereas the figures for crude oil 
and natural gas are in line with the medium-term target. 
Some data relating to the performance of the fuel in- 
dustry in recent years are shown below: 


Plan 


1974 1975 1976 1976 


Coal 


Growth rate of output ...... DES 25 2.0 1.4 


Increment of output (millions of tons) 16.9 16.8 13.7 11.0 
New mining capacity (millions of 
TONS) tora a ee 19.4 24.7 12.6 
Growth rate of net exports . . 13.4 —1.1 
Crude oil 
Growth rate of output ...... о GY GO G0) 
Increment of output (millions oftons) 29.9 31.9 29.2 29.2 
of which: 
From West Siberian fields (mil- 
бое 16) бо офор ос 29.0 32.0 >о ЗЫ 
Growth rate of net exports?. . .. 7.9 10.8 6.2 
Natural gas 
Growth rate of output ...... 9.4 110 8:2 ]1.0 
Increment of output (billions of 
CUT) raat а ieee ere DAS И 23. to Lal 
Growth rate of net exports .... — 6 23.0 


а Including oil products. 
5 The output of the West Siberian fields reached 181.7 million tons in 1976. 


с Net exports in 1974 amounted to 2.1 billion cum; in 1973 the Soviet Union 
was a net importer to the extent of 4.6 billion cum (see table 3.10 in part Il of 
the Survey). 


The output of the chemicals industry rose by 8 per cent, 
as compared with a planned growth rate of 7 per cent. 
There was a sharp deceleration in the growth of output 
of mineral fertilizers, from a rate of 12.3 per cent in 1975 
to a rate of 2.4 per cent in 1976, and—to a lesser extent— 
in the growth of output of plastics and resins—from a 
rate of 14 per cent to a rate of 8 per cent. Output of 
chemical fibres rose by 7 per cent, around the same rate 
as for the preceding year. 


Engineering production expanded by 10 per cent, 
against a planned rate of 8.6 per cent. Growth was slower 
as compared with 1975 in most sub-branches, a notable 


4 А total of 11,900 MW was put into operation in 1976. The 
percentage increase is based on gross figures and does not take 
withdrawals into account. 
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exception being heavy industrial and transport machinery 
and power engineering. Some details on the pattern of 


growth of the engineering industry are given in the 
text table below. 


Soviet Union: Output of the engineering and metal-working industry 


(Percentage change from preceding year) 


ыы ьъъъыЪыыры,ь,ьчу 


1974 1975 1976 
ees ee rn ee ee ee р, eee >. 
Output by ministerial departments 
Heavy industrial and transport machinery . . 3 6 
Machinery and equipment for the power in- 

А НУ te eo gee tc nee 6 6 9 
Construction, road building and civil engin- 

COLIN Mr Ene eee а м 8 9 8 7 
Machine building for the chemicals and petro- 

MINAS ооо oy GOA goa 9 9 8 
Machine-tool and toolindustry ...... 11 11 10 
О ЧАЯ бо Бы оно 12 9 8 
Tractors and farm machine building .... 14 9 if 
Machine building for light industry, the food 

industry and household appliances . . . . 9 8 8 
Electrical equipment industry ....... 9 9 8 


Instrument-making, automation systems and 

CONtLONSYStem Sau. sree) 6 ee ee И 15 12 
Machinery for livestock breeding and fodder 

РОССА Ве bo See es 2 11 11 11 


Output of selected categories of products 


Ghemicaliplantssams acme cena oo oa ss ТТ. 2 8 
Equipment for light industry ....... 2:3 9.9 5 
Equipment for food processing ...... 10.7 7.8 6 
Automationssystems: 2945.5. 6 ое 132082012 
Computers and computer parts. . . ... . 30.7 31.8 22 
Metal-cutting machines. ......... 9.8 7.6 

Forging and pressing machines 12.8 7.3 


Agricultural machinery .. . . 15:9 8.7 6 


Production of passenger cars rose by 3 per cent to a 
total of 1,239 thousand units.5 The growth of output of 
other consumer items was similarly modest. Output of 
washing machines rose by 7 per cent, domestic refriger- 
ators by 5 per cent and television sets by 1 рег cent. 


In the food industry there was a 16 per cent decline 
in the output of processed meat, a 17 per cent decline 
in the output of vegetable oils and an 11 per cent decline 
in the output of sugar. Output of milk and milk products 
(in milk equivalent) remained at around the level of 1975. 
There was a 3 per cent increase in the output of butter 
and a 4 per cent increase in the output of fish and fish 
products. 


The decline in the Soviet industrial growth rate should 
be reversed in 1977, the growth of industrial production 
being set at a rate of 5.6 per cent. Although this 1s 


5 With the Togliatti plant fully in operation, growth has slowed 
down and there will apparently be no major changes in the level of 
production until additional large-scale production facilities are 
completed. This will not, it seems, take place during the current 
five-year plan. 


somewhat lower than the figure foreseen for this year in 
the five-year plan (6.3 per cent), enough “reserve” was 
accumulated in 1976 for production to remain in line 
with the medium-term target—a growth of 10.9 per cent 
for the two years. Labour productivity is planned to 
increase by 4.8 per cent in 1977. This would bring the 
growth of labour productivity in the two years to 8.3 per 


cent, compared with the 8.8 per cent foreseen in the 
medium-term plan. 


In the Byelorussian SSR industrial production rose by 
7 per cent in 1976, significantly over-fulfilling the annual 
plan target of 5.4 per cent. Labour productivity in in- 
dustry grew by 4.6 per cent, against a planned 4.2 per cent. 
Engineering production expanded by 14 per cent, output 
of automation systems rising by 23 per cent. The output 
of the electricity industry rose by 9 per cent, and that 
of the fuel industry by 8 per cent, the latter probably 
reflecting a rapid growth in oil refining. There was a 
22 per cent decline in the output of crude oil and a 13 per 
cent decline in that of peat, an important local source 
of fuel. The plan for 1977 foresees a 6.3 per cent increase 
in industrial production, with industrial labour produc- 
tivity rising by 4.9 per cent. 

In the Ukrainian SSR, industrial production expanded 
by 4.1 per cent—exactly on target. Labour productivity, 
however, rose by only 2.3 per cent, as compared with 
3.5 per cent planned. No data are available on the growth 
of output by branches. Changes in output by ministerial 
departments indicate above-average growth in petro- 
chemicals, energy, wood processing and light industry, 
but a sharp drop in the output of the food industry. 
Output of electricity rose by 7 per cent. There was 
little change in the level of output of coal and natural 
gas, whereas output of crude oil declined by 9 per cent. 
According to the plan for 1977, industrial production is 
to increase by 5.3 per cent and labour productivity by 
4.7 per cent. Both of these targets are below the corres- 
ponding figures foreseen for the current year in the 1976- 
1980 plan—S.8 and 5.0 per cent respectively. 


In Bulgaria the growth rate of industrial production 
declined from a rate of 9.9 per cent in 1975 to one of 
8.0 per cent in 1976. The plan had foreseen a growth 
rate of 9.2 per cent.® Industrial labour productivity rose 
by 7.4 per cent which, although less than in 1975, was 
one of the highest rates attained in recent years. The 
growth of employment continued to slow down, reaching 
a rate of 0.6 per cent, precisely as planned. 


The structural pattern of growth was characterized by 
an extremely sharp deceleration in the growth rate of the 
chemicals industry—from a rate of 14.6 per cent in 1975 
to a rate of 5.1 per cent in 1976 (the target for the year 
was 13.4 per cent). There was also a significant decline 
in the growth rate of light industry, from a rate of 8.8 to 
a rate of 5.3 per cent. Changes in the growth rate of 
other major branches were not large, a notable change 
being a somewhat faster growth of the food industry in 
1976 as compared with 1975 (7.7 by comparison with 5.5 
per cent). 


6 The original output plan target was evidently lowered during 
the year. According to the plan-fulfilment report, the plan was 
slightly over-fulfilled. 
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Electricity output rose by 9.9 per cent, largely due to 
a fuller utilization of hydro-electric and nuclear capacity. 
Coal output declined by 8.4 per cent. There was a notable 
increase in the output of steel, 8.6 per cent. The slow 
growth of the chemicals industry was apparently due to 
delays in putting into operation new production facilities 
for basic raw materials. Output of nitrogenous fertilizers, 
which was scheduled to double during the current five- 
year plan period, actually declined in 1976. On the other 
hand, there was a 22.4 per cent increase in the output 
of chemical fibres. The engineering industry expanded 
production by 13.0 per cent, output of tractors rising by 
17.0 per cent, of lift trucks by 21.1 per cent, of power trans- 
formers by 18.3 per cent, and of electronic calculators by 
34.3 per cent. In the food industry the output of processed 
meat increased by 13.8 per cent. 


According to the annual plan, industrial production 
is to increase by 9.2 per cent in 1977. Few quantitative 
targets have been published, but the engineering industry 
ee expand production by 16.7 per cent above the level 
of 1976. 


The rate of expansion of industry in Czechoslovakia 
slowed down from 7.0 to 5.5 per cent, a rate that mar- 
ginally exceeded the annual plan target. The increase 
in manpower (0.6 per cent) was less than planned (0.9 per 
cent) and labour productivity rose at a faster rate than 
envisaged (4.9 per cent against 4.5 per cent). The growth 
of industrial sales slowed down in line with the growth 
of production. Final deliveries rose by 4.7 per cent and 


that of intermediate deliveries by 5.1 per cent. The rate of 
growth of deliveries for export accelerated from 3.8 to 
8.3 per cent. Against this there was a sharp decline 
from 5.7 to 1.8 per cent in the growth of deliveries to 
the domestic consumer market. The rate of growth of 
investment deliveries fell off from 13.3 to 5.1 per cent 


(table 3.3). 


The slowdown in the industrial growth rate was 
largely on account of the consumer-goods sector. The 
rate of growth of the food industry decelerated from 
4.7 per cent to 0.1 per cent, and there was a sharp decline 
in the growth rate of light industry (textiles, clothing and 
leather). However, there was also a widespread decline 
in the rates of growth of the producer-goods sectors 
Among major branches, only the chemicals industry 
registered a faster rate of growth in 1976 than in 1975 
(table 3.2). 


Electricity output rose by 5.8 per cent; an increase of 
7.7 per cent was planned, supply was insufficient to 
meet requirements.” Output of coal rose by 2.9 per cent. 
Fertilizer output rose by 11.2 per cent and that of plastics 
and resins by as much as 35.7 per cent. In the engineering 
industry, above-average increases were achieved in the 
production of machines and equipment for the chemicals 
industry (11.4 per cent), agricultural machinery (10.8 per 


7 New measures to save energy, especially electricity, were an- 
nounced in the course of 1976. These included, among other things, 
a reduction in street lighting and other restrictions on consumption. 


TABLE 3.3 


Industrial deliveries 


(Percentage structure and annual percentage change) 


re С/С А/А/А/ААЕ/—”’'——/Ч—АА„’ 


Country and period Total 


Final use 


Inter- 
mediate 
consumption 


Invest- 
ment 


Personal 


Total consumption Export 


ЕЕ a ee eee 


Czechoslovakia 
Percentage structurein 1975. . 100.0 
LO teal ha ee cee ae ree cele rae 6.6 
О ) Woaae aces 4.9 
Рав 1976-1980). ee 

Hungary 
Percentage structurein 1975. . 100.0 
о С 4.9 
и а оо ба eee oe 3.9 

Poland 
Percentage structurein 1975. . 100.0 
о о О О ees 12.6 
О ое. 10,7 
Ба ior aes eae oe 6.3-7.3 


Source: As for table 3.1. 
а Including investment. 


63.6 36.4 15.5 5.0 119) 
6.8 6.2 5.7 13.3 3.8 
5.0 4.7 1.8 Sl 8.3 

5.71* 4.1-4.4 3.7 8.1-8.3 

SIS) 48.5 PAE) 3.0 23.6 
4.3 55 6.5 Uae! 3.2 
3,2 4.5 1.9 3.3 7.6 
44.1 55.9 29.8 95 22.6 

3.2 
4.2 а SHS) 13.8 
10.3 12.7 
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cent), trucks (10.0 per cent), and of digitally-controlled 
metal-working machines (22.4 per cent). Output of 
textile materials declined by 4.5 per cent, and that of 
meat and meat products by 1.6 per cent. 


According to the plan for 1977, industrial production 
is to rise by 5.3 per cent, with the growth rate of engineer- 
Ing set at 8.1 per cent, that of the construction materials 
industry at 7.4 per cent, and that of the chemicals industry 
at 6.8 percent. The food industry is to expand production 
by 3.9 per cent. 


New wholesale prices came into effect in January 1977. 
The new price lists incorporate a comprehensive overhaul 
of the price system, although the over-all level of prices 
changed little, a decline by 2.6 per cent. It is estimated that 
about 59 per cent of all prices have been lowered (mainly 
of engineering products) and 41 per cent have been 
raised (electricity, fuels, and products with a high content 
of imported materials). The aim of the price reform 
was to make the system reflect costs more closely and to 
provide greater stimulus for technical innovation and 
quality improvement. 


In the German Democratic Republic in 1976 total in- 
dustrial commodity production rose by 5.9 per cent and 
production within the jurisdiction of industrial ministries 
by 6.6 per cent. The comparable plan figures were 6.0 
and 6.7 per cent respectively. Labour productivity in 
these industries rose by 6.0 per cent as compared with a 
plan target of 5.5 per cent. 


The data by industrial branch are available only in a 
form adjusted for the number of working days. On this 
basis, the rate of growth of total industrial production 
was around 4.5 per cent in 1976, compared with 6.2 per 
cent in 1975. Developments by branches are shown in 
the table below. 


German Democratic Republic : industrial growth by branches 


(Percentage change from preceding year) 


1974 1975 1976 
Electsicityzand ое. 3 5 5 
Metalluneysem et: Me aise eens bs ele i 6 5 
General machine building and transport equip- 

WOM Bates Aen oth Reta tl т ee td | 6 4 
Electro-technical engineering and electronics. 10 8 й 
(ОС К о eee es elie, 22 10 9 6 
Construction materials .......... 8 8 4 
Light industry (except textiles). ..... . 8 5 4 
ие А. 7 5 4 
ROOGIProcessing. a 6). ese] cl a 6 5 7 

Source: Derived from monthly data given in Statistische Praxis, Мо. 1, 1976 


and No. 1, 1977. 


These figures indicate a slowdown of growth in prac- 
tically all branches, but particularly in chemicals, con- 
struction materials and food. Only in electricity and fuel 
was growth as fast as in 1975. 


Output of electricity rose by 5.5 per cent. Output of 
lignite remained at the previous year’s level of 247 million 
tons. There was a significant increase in the output of 
fertilizers (9.4 per cent, with output of nitrogenous 
fertilizers rising by 44 per cent). Rapid growth was 
recorded in the output of metal-cutting machine tools 
(17.7 per cent) and of cold metal pressing machines 
(15.0 per cent). 


The current plan foresees a scaling down of rates of 
industrial growth, with industrial commodity production 
scheduled to increase by 5.1 per cent. The output of 
“ministerial” industries is to increase by 6.0 per cent 
with labour productivity rising by 5.1 per cent. A 
relatively rapid growth will take place in engineering 
with a view to expanding exports. 


In Hungary, industrial production expanded by 4.1 per 
cent and industrial labour productivity by 4.9 per cent, 
employment having declined by 0.8 per cent. Although 
the growth of output and of labour productivity was less 
than planned, industrial performance was judged to have 
been well in line with current policy objectives. As in 
a number of other east European countries, these now 
focus on raising the level of competitiveness of products 
and promoting exports. And, indeed, to judge by the 
data on industrial sales (table 3.3), a clear step in this 
direction was taken in 1976. The decline in industrial 
employment for the second year in succession, while 
partly reflecting shortage of labour, is similarly related to 
policy measures aimed at a better utilization of labour 
and a reduction in hirings of new workers. 


The slowdown in the growth rate of industrial produc- 
tion was centred on engineering, where output growth 
declined from a rate of 8.5 to one of 4.2 per cent, the 
result mainly of a decline in the growth of investment 
expenditure. Nevertheless, certain export-orientated sec- 
tions and/or sections which play a key гб]е in technolog- 
ical innovation performed well. Output of precision 
engineering goods rose by some 8 per cent and that of 
vacuum engineering goods by some 10 per cent. Among 
the major branches, there was a decline also in the 
growth rate of the food industry, from 2.5 to 0.9 per cent, 
the consequence of inadequate supplies of agricultural 
raw materials such as meat, fruit and vegetables.* Against 
this there was an acceleration in the growth rate of the 
chemicals industry from 8.3 to 11.1 per cent, output of 
synthetic fibres rising by 14.7 per cent and of export- 
orientated pharmaceuticals by 10.7 per cent. Metallurgy, 
textiles and the clothing industry slowly recovered from 
the setbacks suffered in 1975. 

Output of electricity rose by 7.7 per cent, capacity 
rising by 5.0 per cent. Output of coal rose by 1.5 per cent 
and of crude oil by 6.8 per cent; that of natural gas 
rose by 17.6 per cent. 


8 Details of the growth of the food industry in recent years are 
as follows: 


1974 1975 1976 

(Annual percentage change) 

Gta erate ey ae fe! oe Ge 6.4 Ve 0.9 
of which: 

Meat processing ....... 1235 7.4 7.8 

Dairy products 7 =... = « Tall 1.0 tial 

Canningindustty (о. 42 —6.3 ie 
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The revision of producer prices which began in 1975 
was carried a stage further in 1976. The adjustments 
made in 1975 affected energy sources, iron and aluminium 
metallurgy, petro-chemicals and certain types of textile 
products. Those made in 1976 covered the entire field 
of energy (including power engineering), construction 
materials and the timber and paper industry. Over-all, 
the increase in producer prices (to the domestic market) 
was 10.6 per cent in 1975 and 4.6 per cent in 1976. 


According to the plan, industrial production is to 
grow by 6 per cent in 1977, with the labour force remain- 
ing at the level of 1976. Engineering output is expected 
to expand by 8 per cent, reflecting the planned increase 
in investment. A further re-alignment of producer prices 
is to take place, with the average price level rising by 
15 per cent. 


Industrial production in Poland expanded less rapidly 
in 1976 than in 1975, but faster than envisaged in 
the annual plan. Industrial sales rose by 10.8 per cent,’ 
employment by only 0.3 per cent, and industrial labour 
productivity (as measured by the volume of sales per 
employee) by 10.4 per cent. The proportion of output 
growth accounted for by productivity gain was the 
highest so far achieved. 


Although no data on the growth of deliveries to the 
consumer market were reported, it appears that the 
annual plan target of 11 per cent was considerably 
exceeded. Nonetheless, demand pressure persisted and 
in some areas the situation was aggravated by short- 
falls in зирр!у.ю Moreover, although the policy of 
keeping down the rate of expansion of employment was 
successful, that of restricting the expansion of nominal 
wages was not. Average industrial wages rose by some 
12 per cent, more than the rate of growth of labour 
productivity. This was a repetition of the pattern of the 
two preceding years, when excessive expansion of wages 
was one of the major factors in the deterioration of the 
balance of the consumer market. 


Export deliveries are reported to have grown faster 
than industrial production. However, no precise figure 
is available, and it would appear that growth was less 
than planned. Notable was the increase in export deliy- 
eries of engineering products by some 14 per cent, a 
large part of it within the framework of intra-CMEA 
programmes of co-operation and specialization. 


Some impression of the branch pattern of industrial 
expansion can be obtained from the data on changes in 
sales by ministerial departments shown below. 


° No figure for the growth of gross output was available at the 
time of preparation of this report. Sales figures differ from gross 
output figures on account of changes in the volume of inventories 
and work in progress. More important are differences between the 
indices which arise as a result of different systems of valuation. As 
the figures below show, industrial growth (state and co-operative 
sectors) has been consistently higher in recent years in terms of 
sales than in terms of gross output. 


1971 1972 1973 1974 1975 

(Annual percentage change) 
Gross output .... . 8.3 10.7 11.3 MS 11.0 
Sal CS suerte rane, 8.8 10.0 12.0 ae 12.6 


10 This was particularly true of meat. 


Poland : Industrial sales by ministerial departments 
(Percentage change from preceding year) 
кии 


Plan 
1974 1975 1976 
eee ee et A ee) a Re 


Ministry 


i 7.9 
Mining о см ee в.а 69 78 87 S 
Ерегоу ое о ‘ 
ИИ ооо 10.7 10.2 6.5 
General machine-building. . 12 14.7 

3 17.0 16.8 10.7 
Heavy and farm machinery . : 
Chemicalsaae.. 0 secon me 125 14.9 11 10.2 
Construction materials . . . 16.8 17.9 10 12.6 
аи пос е 13.5 14.5 12.0 
Food and procurements. . . 8.2 9.9 10.6 
Forestry and wood processing 12.9 (333 13:2 
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Electricity output rose by 7.1 per cent, but the increase 
in capacity was not sufficient to meet requirements.” 
A further notable increase took place in the output of 
oil refining (14.7 per cent), sufficient to raise the volume 
of exports of oil products from 1.6 to some 2.7 million 
{015.12 Output of hard coal rose by 4.5 per cent, of steel 
by 4.3 per cent,!* and of electrolytic copper by 8.7 per cent. 
Output of metal-cutting machines rose by 20.8 per cent 
and of automatic and control systems by 17.3 per cent. 
Among major consumer-goods items the output of pas- 
senger cars increased by 31.7 per cent, of domestic refrig- 
erators by 17 per cent and of domestic washing machines 
by 12 per cent. Meat output, however, declined by some 
5 per cent: 


The plan for 1977 foresees a further reduction in the 
industrial growth rate, the major emphasis being on the 
strengthening of internal and external balance. With a 
growth rate of industrial production of 7.3 per cent, 
industrial deliveries to the consumer market are to rise 
by 9.9 per cent and exports by 13.8 per cent. Practically 
all of the increase in production will come from a higher 
level of output per man. 


In Romania industry continued to expand at a high 
rate in 1976. Gross output rose by 11.5 per cent as 
against a planned rate of 10.2 per cent, marking only a 
slight deceleration on the rate attained in 1975. Although 
the expansion of industrial employment was slightly 
greater than planned, it was among the smallest recorded 
in the post-war period. The growth of labour productivity 
was relatively high by historical standards. 


The 1976 results were largely the outcome of two 
countervailing tendencies. On the one hand there was a 
sharp drop in the growth rate of the engineering and, 
apparently, of the construction materials industries, re- 
flecting the slowdown in investment activity. On the 
other hand, reflecting the large increase in agricultural 


me A number of restrictions were introduced during 1976 to limit 
electricity consumption. 


Imports of oil products remained unchanged. 


18 A notable event was the start of operations at the end of 1976 
at the Katowice Steel Works, which is to produce 2.5 million tons 
of steel in 1977 and 4.5 millions tons in 1978, a figure exceeding 
the present level of steel imports. Production is eventually to reach 
9 million tons of steel in the 1980s. 


Industry 
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production, there was a sharp recovery in the growth 
rate of food processing and light industry. Altogether, the 
output growth of the consumer-goods sector must have 
accelerated from 6.3 per cent to some 10 per cent. Against 
this there was a decline in the growth rate of the producer- 
goods sector from 14.4 per cent to some 12 per cent. 


The improved performance of the consumer-goods 
sector provided an opportunity for easing strains on the 
consumer market. It also aided the growth of exports, 
the level of which in 1975 was affected, among other 
things, by the shortfall in the supply of foodstuffs. 


The output of the fuel industry rose by 7 per cent, 
largely the result of an expansion of oil processing. Out- 
put of natural gas rose for the second year in succession 
(11.5 per cent in 1975 and 10.5 per cent in 1976). How- 
ever, output of coal declined and that of crude oil re- 
mained practically unchanged, as it has done for a number 
of years. In the engineering industry some sections 
continued to expand at an unslackened rate: electrical 
and electronic equipment (23 per cent), machine tools 
(19 per cent) and shipbuilding (26 per cent). In the con- 
sumer-goods sector there was a notable increase in output 
of electrical appliances (18.4 per cent) and of knitted 
goods (21.2 per cent). Meat processing output rose by 
14.3 per cent—an especially significant figure in view of 
existing shortages. 


14Exports of processed foods declined in 1975 by nearly 200 
million US dollars. This followed a period of continuous growth, 
as a result of which their share in total exports had risen from 12.2 
per cent in 1970 to 15.2 per cent in 1974. 


According to the plan for 1977, expansion is to con- 
tinue with a target of 10.5 per cent growth, slightly 
higher than the target for 1976. Output of consumer 
goods is to increase by 10.2 per cent, implying a target 
for producer goods of around 10.7 per cent. The growth 
of industrial employment is to slow down even further, 
while labour productivity is to expand by 9.2 per cent. 


The earthquake which struck the country in March 1977 
caused death or injury to many people, and while the 
extent of the damage to industrial plant has not been 
stated, it was undoubtedly Веауу.!° Considerable progress 
has been made towards bringing economic life back to 
normal within a short space of time, but clearly produc- 
tion will be affected for the rest of the year. It has been 
stated that the targets for 1976-1980 remain valid and 
that all resources are being mobilized to achieve this end. 


As a result of the catastrophe, the programme for 
shortening the working week—which was to have begun 
in 1977—has been postponed. The programme will now 
apparently begin next year, with the aim of gradually 
reducing the working week from the present 48 hours to 
44 hours. The phasing out of the old working schedule 
is to start in branches employing a large proportion of 
women—such as light industry—as well as in those 
where working conditions are difficult, such as mining 
and metallurgy. 


15 [4 has been reported that 195 enterprises were destroyed and 
a large number of installations—together with machinery and 
equipment of great value—damaged. 


4. INVESTMENT 


(i) Plans and plan fulfilment 


In general, rates of growth of investment activity in 
eastern Europe and the Soviet Union were lower in 1976 
than they had been in 1975 (table 4.1). The exception to 
this over-all tendency is the German Democratic Republic, 
where the rate of growth of investment had been particu- 
larly low in 1975, in connexion with specific policy 
objectives of that year. In general actual rates of growth 
in 1976 corresponded more or less to planned targets, 
with Bulgaria providing an exception. In that country 
the planned rate of growth of gross fixed capital forma- 
tion for 1976 was very low, particularly by comparison 
with the actual rate in 1975. 


Turning to the ratio of gross fixed capital formation to 
NMP, the tendency to increase reported for 1975 in 
comparison to 1974 has not continued in 1976. Only the 
German Democratic Republic shows a clear increase in 
the gross investment ratio for 1976. This is of particular 
interest in view of the secular trend for the ratio to rise 
slightly. Figures for the ratio of net fixed capital forma- 
tion to NMP are not yet available for 1976, but it is 
worth looking at the figures for 1974 and 1975. For all 
the east European countries the direction of change of 
this variable was the same as for gross investment. In 
the case of the Soviet Union, however, a rise in the gross 
investment ratio was paralleled by a fall in the net invest- 
ment ratio. 


There was a general tendency in 1976 for the gross 
incremental capital-output ratio to rise. The only 
exceptions are the Soviet Union and Romania, so that 
the trend of 1974-1975, and indeed the secular trend, can 
be seen to have continued. The general trend for net 
capital-output ratios in 1974 and 1975 was upwards. 
Once again, an exception is provided by the Soviet 
Union. The particularly low absolute figure for Hungary 
in 1974 is related to the large balance-of-trade deficit 
of that year, which pushed up the figure for distributed 
net material product. 


The picture that emerges from the plan figures for 1977 
is less uniform. Three countries—Bulgaria, the German 
Democratic Republic and the Soviet Union—plan 4 drop 
in the rate of growth of investment activity, while four— 
Czechoslovakia, Hungary, Poland and Romania—plan 
an increase, in the last two cases by a very considerable 
amount. The picture with respect to gross investment 
ratios is similar, except that the German Democratic 
Republic would appear to be planning a slight rise, 
while in Hungary a drop seems to be envisaged. The 
expectation is generally that gross incremental capital- 
output ratios should fall, though in the Soviet Union 


some rise may be expected. In accordance with medium- 
term objectives, then, planning authorities are concerned 
to halt the tendency for incremental capital-output ratios 
to rise. 


Trends in completions as a percentage of gross fixed 
capital formation were on the whole good in 1975 by 
comparison with 1974 (table 4.2). In all countries for 
which figures are available except Bulgaria and Poland 
the ratio either rose or remained stable. The fall in the 
ratio in Bulgaria was very considerable, but this reflects 
a very high figure for 1974, rather than a low one in 1975. 
In general, therefore, efforts to raise the rate of completions 
and reduce gestation periods were meeting with some 
success in the final years of the last five-year period. 
Corresponding figures for the main sectors of the economy 
are not systematically available, but it is noteworthy that 
figures for individual sectors are often above 100. In the 
Romanian case, the ratio is consistently high for all 
sectors of the material sphere, with the over-all ratio 
being pulled down by the non-material sphere. The 
continuing importance of the problem of concentration 
in the investment process is underlined by the fact that 
in 1976 the Bulgarian Ministry for Construction and 
Architecture included in its plan 1,720 new projects in- 
volving, on average, construction work valued at 
125,000 leva, and accounting for just 14.2 per cent of 
total construction and assembly work.1* 


(ii) Construction and equipment 


One of the main aims of the current policy of empha- 
sizing reconstruction of existing enterprises as against 
construction of new, is to increase the share of total 
investment expenditures embodied in equipment, as 
opposed to buildings etc. Table 4.3 indicates that the 
last two years of the 1971-1975 five-year period witnessed 
an improvement in this indicator in all countries except 
the German Democratic Republic, where there was a 
slight drop to a figure still the highest in the region. 
In Czechoslovakia the improvement from a compara- 
tively low figure was marginal. 


Among the countries for which full data are available 
the rate of growth of construction output generally tended 
to decline in 1976 by comparison with 1975, and sub- 
stantially so in Hungary, Poland and the Soviet Union. 


16 Ikonomicheski Zhivot, 29 September 1976, p. 5. 
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TABLE 4.1 


Gross fixed capital formation, capital formation ratios and incremental capital-output ratios 
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Gross fixed Ratio of Ratio of 
capital formation gross fixed net fixed 
capital capital Gross Net 
Billions Average formation formation а incremental incremental 
of ational annual to net to net capital- capital- 
; rency percentage material material output output 
Country and period units change Product product fab rate 
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Bulgaria 


HE oA See ere ee В И 4.6 7.8 35.0 4.5 
м. sh 1:2 35.4 5.9 
ОДО оо а Ва Пк 5:2 1.9 39:3 87 
ЕО о соо ое о и 55 7.8 35.8 he Spi! 
2101977 on Sane ee ay ee 55 3.6 34.4 я 4.2 
Czechoslovakia 
CWE. о о ое ee ЗО А ; РТВ 9,3 34.7 WYP 5.8 2.1 
Е. И 131.3 8.3 35.4 18.8 5.7 4.2 
Plan 1976 TCE cous cme oe 138.9* 5.8 32.5 eS 6.5* 
О м. 138.1* 5.2 35.8% ee 9.9 
а и. 146.1* 5.8 36.0* ire 6.9* 
German Democratic Republic о 
С о Е ео, 5 43 ee 38.6 4.2 28.6 18.7 4.5 3:1 
О 8. Saeed ны о ea 40.1 3.8 28.3 18.8 5.8 6.7 
Planel 6 А... 42.6* 6.5 28.5% oF a4 
По доме Mee os) Lak ee ck oe eS 42.8 6.8 29.1 as US 
ЕН WAP. «Cae ay © eee Ge 45.5* 6.5 2935 5 oe 
Hungary с а а 
ПТ ово ao Ree о и 120.3 9.8 34.9 NG 5.1 1.4 
ТО с ram ete о я 142.1 14.8 37.6 22.4 7.0 6.1 
РТО ие. 148-150 1-2 36.3* we 6.9F 
с ор о о Ge e's 150.0 —- 36.5* ae 12.0* 
С te ee Wake Ok ite? ke oe 164.0 4.0-5.0 35.9* Ae Sh 
Poland 
TS сене - 463.6 22:5 40.0 30.2 3.8 25 
О Py о Re 529.6 14.2 42.0 Silod 4.7 2.9 
Plann] Geren eee ee se er a 527.0 —0.5 38.6 are 4.3 о 
о о С а 548.1 Se) 40.4 se 5.4 
lane S/n a re ee ered on р. 619.8 Soll 43.2* a 7.6* 
Romania 
LOT Ate nN Oren Ех eee 119.6 1572 36.8 a 2.9 
OTS о oe cae, eh ah be ne и 137.7 15.0 38.0 ate 8 
РАО Е и от 143.7 4.3 ws ah 
ОО о би ae ee oe, ФЕ 149.0 8.2 37.2, 3.5 
О о в oe ones 9 180.4 SES) 40.5 3.6 
Soviet Union Е 
NOTA ес еси О ee arte, ay dan aS 105.7 АИ 29.4 17.8 5.4 4.2 
О а 114.9 8.7 30.6 16.9 6.8 4.1 
Ро 116.8 4.0 30.6 Spe 
OWE cs о 117.0 4.0 30.8 Sth 
Plans 9] Jeti, ое 125 3.6 30.7 6.8* 
рии _ц3ц3Ь3ц—ц—дцджЬЬ3Ь3—ббббб EEE EIEEIEE ESUEEEEREEEEet 
Sources: National statistics; CMEA Statistical Yearbooks; plans and plan- в Defined as increase in fixed assets, not including unfinished construction. 
fulfilment reports. > Including unfinished construction. 
Note: Unless otherwise stated, all value data in tables in this section are at с In constant prices. 
current prices for Bulgaria and Hungary and at constant prices for all other coun- АТ constant prices, for the whole economy. 


tries; all data for Hungary are for the socialist sector. Ratios are calculated through- 
out, on the basis of produced NMP, except for the net investment ratio and the net : | 
incremental capital-output ratio, which are calculated on the basis of distributed prices of 1976. 


NMP. 


€ Data for 1974 and 1975 at constant prices of 1969; for 1976 and 1977 in cons:ant 
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The picture, then, is broadly consistent with that derived 
from rates of growth of investment activity. The situation 
with respect to the building materials industry was similar, 
with decreases in the rate of growth in 1976 by com- 
parison with 1975 reported for all countries for which 
data are available. Though figures are lacking for Poland 
for 1976, it can be presumed that there was a continuation 
of the process of catching up which the building materials 
branch of that country had to embark on after the 
great investment effort of 1972-1974. 


Of the countries for which data are available for 1974- 
1976 on employment in construction, Czechoslovakia 
shows a consistent average annual rate of growth of 
around 1 per cent, while Poland shows a remarkable 
decline from 9.1 per cent in 1974 to —1.6 per cent, a 
reflection of the easing of investment activity in the last 
year or two (table 4.4). In Hungary, the situation is less 
easy to interpret, but the zero rate of growth in 1976 
must represent a satisfactory position for a country 
where the rate of growth of the total labour force is very 
low. Of the other countries, it is notable that in 1975 
Romania failed to maintain the tendency to reduce the 
construction labour force of the previous two years. 
This was clearly related to the quickening of investment 
activity that occurred in that year. 

The rate of growth of fixed assets in construction rose 
in 1975 by comparison with 1974 in all countries except 
Poland and the Soviet Union. In Poland the absolute 
figure remained very high, while in the Soviet Union 
the fall was less than one percentage point. Thus, the 
general tendency for the construction sector to become 
better equipped continued, though less emphatically so 
in relation to numbers employed, as the last column of 
table 4.4 shows. The medium-term trend towards a 
rise in the capital-output ratio in construction is evident 
when 1975 is compared to 1974, with the German Demo- 
cratic Republic providing an exception. In general, 
labour productivity in the sector continues to grow at 
impressive rates, but at rates which do not fully reflect 
inputs of fixed capital. 

Trends in equipment supply have been broadly in 
keeping with general trends in investment. The rate of 
growth of output of the engineering industry was lower 
in 1976 than in 1975 in all cases where full data are 
available, (table 4.3). But for every country except the 
German Democratic Republic foreign trade in machinery 
and equipment increased much faster in the last two years 
of the quinquennium than did domestic output, a re- 
flection of the strong medium-term trend for intra- 
CMEA and east-west co-operation and interchange of 
technology to intensify. The tendency for imports of 
machinery and equipment to grow faster than exports— 
reflecting a tendency to increase imports from outside 
the CMEA area—persisted in 1976, particularly in the 
case of the Soviet Union. However, in the German 
Democratic Republic, where rates of growth of exports 
and imports were similar in 1974, that of exports pushed 
ahead in 1975. In Czechoslovakia exports in 1975 very 
nearly closed a large gap in growth rates, while in Romania 
an extraordinary growth in exports of machinery and 
equipment completely reversed the position of the pre- 
vious year. In Poland, the one case where figures for 1976 


are available, the slackening-off of investment activity 
has been reflected in the exports as well as in the imports 
of machinery and equipment. 


Trade in machinery and licences is a well-documented 
form of technology transfer on an east-west dimension, 
but its importance on an шна-СМЕА plane should also 
be stressed. The role of Soviet equipment in the industrial 
development of Bulgaria can be illustrated by the case 
of the chemical plant under construction at Khaskovo, 
and due for completion towards the end of 1977, where 
over 30 per cent of the machinery and equipment to be 
installed will come from the Soviet Union, in addition to 
equipment supplied by Poland, Czechoslovakia and 
Hungary. In 1977 a total of 200 million roubles worth of 
equipment, for more than 100 projects, will be delivered 
to Bulgaria by the Soviet Union. Over half Hungarian 
exports to the Soviet Union planned for 1976 involved 
engineering products, while the Hungarian enterprise 
Tesco purchased in 1976 two licences for certain advanced 
techniques in steel-making and the manufacture of pipes 
from the Soviet Union, the deal involving some millions 
of roubles. Hungary has also been enlisting Soviet aid 
in the development of her domestic coal industry, in- 
cluding the purchase of Soviet mining equipment. Soviet 
technology is now to be used for the conversion of natural 
gas, supplied by the Soviet Union, into town gas in 
Czechoslovakia. 


(iii) Developments in the planning and finance of investment 


There is a certain trend in this field towards a greater 
degree of centralization, certainly as far as high-level 
decision-taking is concerned, but at the level of design 
and construction organizations the trend has been towards 
more parametric planning, with financial levers assuming 
a growing importance, and mor€ sophisticated indicators 
being introduced. 


In the Soviet Union the two new forms that could be 
said to have determined the contours of developments in 
construction planning are the Zlobin method of brigade 
khozraschet and the experiment in ministerial khozraschet 
which is being tried out in Byelorussia in the ministry of 
industrial construction and the ministry of assembly and 
special construction work. 


The confirmation of a statute on brigade khozraschet 
in construction on 10 September 1976 underlines the 
continuing consolidation of the new method. Now the 
predominant form in residential construction, the Zlobin 
system is being extended in the field of industrial construc- 
tion, and covers 28 per cent of total construction work 
carried out by the western main construction administra- 
tion and the USSR ministry for assembly and special 
construction work.!7 More comprehensive statistics are 
not available, but the impression is that general applica- 
tion of the system is still some way off. Supply problems, 
problems of the general level of organization in construc- 
tion, and more generally the problem of operating in an 
environment which is often still predominantly orientated 


17 Ekonomicheskaya Gazeta, Nos. 5 and 9, 1977. 
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TABLE 4,4 


Gross output and factor inputs in construction 


(Annual average percentage change) 


Е ee es 


Per employee 


4 
Country and period Gross output Fixed assets Employment Gross output Fixed assets 


А a a И ИЕН 


Bulgaria 
197A Pee ee eee Os 8.1 11.1 0.1 8.0 11.0 
LOTS ee Pee ae 4.7 5 —0.8 4.1 10.8 
ОО тих. 4.4 т 

Czechoslovakia a 
yee a ИОВ 7.3 10.3 1.1 6.2, 9.2 
ео Saal, А: ИФ 8.0 12.7 0.9 7.0 Я 
Planel O76, nek ee as kh ее 6.7 1.45 5:20 
ТО ти ПЕ 7.6 1.16 6.45 
А О р at. ae 6.2 


ое ЗС ОНЫЙ ом 5.8 6.6 1.2 4.5 52 
а. 7.5 6.9 1.0 6.4 6.0 
Plan 97 Oe aloes т 6.3 
LO TOR i ee ae ОИ 6.8 
Plant о. 6.2 

Hungary а 
О Des hot eee ctor soe a 6.8 10.1 1.9 4.8 8.0 
А a meee ee ha и 8.1 12.1 3.0 5.0 8.8 
и ча wow ОЕ ОР ome) ЧАН 5.0-5.5 
В о и 4.5-5.0 —* 4.5-5.0 * 
ТЫ eee ce ee Сс 5.0-5.5 

Poland 
в: о Or Te 14.2 24.3 9.1 4.7 13.9 
О fos een rect Fae Sua ae Bier oes № 12.5 20.3 2.9 9.3 16.9 
О Жо Sa Se Е 5.8 —1.6 US 

Romania 
о о о ee 4.0 185 —3.3 Teh 16.8 
OTS ORs ts, ee eee ae ee 7-7 19.6 3.0 4.7 16.6 


194 - sexs ee а А 5.9 9.6 2a 87 3 
о и И №. 6.0 8.8 И 4.2 7.6 
Plant (976) ee 3 ee ae eee cane 5:2 ee re 55 58 
бе el as 3.0¢ т oe 3.3 
Ра. ат a te at 5.3 


TY 


Sources and notes: As for table 4.1. 

а Only those employed actual construction projects. 
> Construction entreprises only. 

с At constant prices for the whole economy. 

а Building workers only. 

¢ Contractual basis only. 
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to older methods of planning and management, have 
been cited as factors constraining the wider introduction 
of the system.1* This places in context the importance 
of the Byelorussian experiment, which seeks to introduce 
similar parameters of operation at the higher level, and 
where over 50 per cent of total construction work is 
already being done by Zlobin brigades.” 


The key element in the Byelorussian experiment for the 
period 1976-1977 is the introduction of continuous 
planning of operationalization of finished projects, the 
main indicator for construction organizations under the 
experiment, on a bi-annual basis. In addition, the current 
period should see further development of supply and 
credit systems, and the transferal of the two ministries 
to full self-financing (samookupaemost’). Difficulties on 
the side of financial planning continue to occur, and this 
may reflect continued use of “‘old”’, i.e. gross-output-based 
indicators for the ministries themselves. It seems, indeed, 
that val (gross output) continues to play some role in the 
planning of the work of “‘reformed” construction enter- 


18 See Ekonomicheskaya Gazeta, No. 34, 1976, p. 9, and No. 3, 
1977, р. 9. For material from the German Democratic Republic 
tending to similar conclusions see Sozialistische Finanzwirtschaft, 
No. 5, 1976, pp. 23-24. 


19 Ekonomicheskaya Gazeta, No. 35, 1976, р. 9. 


prises.2® In any case, emphasis at the all-union builders’ 
conference held at Vilnius in December 1976, was placed 
on the development of khozraschet, and of advanced 
planning methods in general, at all levels of the construc- 
tion industry. : 

Turning to more general developments in the planning 
and finance of construction and investment, a trend 
towards “rationalized centralization” is evident. The 
percentage of total investment expenditures coming under 
the decentralized investment heading remained steady at 
13.8 per cent in 1974 and 1975 (corresponding figure for 
1972 15.8 per cent)?! but the importance of this figure 
should not be overstressed, given the increasing tendency 
to integrate decentralized investment plans into centralized 
ones (see text table below). Changes in the pattern of 
finance of centralized investments in the late 1960s tended 
strongly towards an increased role for self-financing and, 
less strongly, towards an increased role for bank credit. 
More recently, as table 4.5 shows, the share of self- 
financing has tended to stabilize at a dominating level, 
with that of credit continuing to increase, but at a low 
absolute level. 


20 Ekonomicheskaya Gazeta, No. 9, 1977, р. 9. 


21M. Pessel’, ““Credit as a factor in the intensification of capital 
construction”, in Planovoe Khozyaistvo, No. 1, 1977, p. 57. 


TABLE 4.5 


Centralized investment in Soviet industry by financial source 


(Percentage distribution) 


1972 1974 
1 Budgetary Budgetary 
Ministry grants Own funds Credit grants Own funds Credit 
Оо. 73 57 / — 46.04 53.96 — 
Petrochemicals USSR 2... 9.0 12533 18.7 6.98 61.46 31.56 
Gast ioe. 42.7 42.9 14.4 55,51 27.38 ТУ 
Chemicals . 29.3 63.1 7.6 23.64 69.27 7.09 
Coal USSR (se igh et ee 53.0 47.0 —- 44.18 55.82 — 
Heavy machine building . . 25.6 70.4 4.0 31.93 63.36 4.71 
ТЫ С og 6 & Oo o 6 0 ¢ 22.9 66.3 10.8 21.20 66.57 1223 
Chemical machine building 24.6 54.2 2182 26.42 43.30 30.28 
Machine tools A: 5 о 61.4 2.5 33.62 59.14 7.24 
Instrument making ....... — 100.0 — — 100.00 — 
Vehicles . . ee. Clan ee 50.4 40.0 9.6 47.09 44.31 8.60 
Agricultural machine building . 28.5 50.9 20.6 29.02 52.68 18.30 
Construction machine building . 24.3 67.3 8.3 24.33 67.63 8.04 
Light machine building 20.0 64.0 16.0 17.65 63.34 19.01 
Timber USSR 25.5 61.4 13.0 31.65 67.19 1.16 
Варе 32.4 579 One 35.03 55:95 9.02 
Building materials USSR 43.6 52.5 3.9 40.29 57.62 2.09 
Ferrous metallurgy USSR . : DES 2 — 31.47 68.53 ее 
Non-ferrous metallurgy USSR .. 24.5 72.4 Bal 25.01 73.69 1.30 
Light industry RSFSR. ..... 20.8 ПЭ] 0.1 31.51 68.49 a 
Food processing RSFSR... . 8.3 87.8 3.9 ТЗ 68.99 13.64 
Meat and dairy В$ЕЗВ..... т. 98.1 0.8 52 98.48 = 
Fisheries RSFSR . 62.6 37.4 — 71.99 28.01 — 
TOTAL 33.8 60.0 6.2 34.63 57.69 7.68 
Source: М. Pessel’, “Стеай as a factor in the intensification of capital construction’’, in Planovoe Khozyaistvo, No. 1, 


1977, р. 51. 
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Perhaps more important, the degree of inter-sectoral 
variation in the situation is shown to be very great. 
The figures which stand out particularly from this table 
are those for instrument-making—100 per cent self- 
financing, and this has been the case since at least 1970, 
if not earlier. Other cases where self-financing plays a 
particularly dominating role include chemicals, construc- 
tion machine building, timber, ferrous and non-ferrous 
metallurgy, light industry and the food processing and 
meat and dairy industries. Thus a high level of self financ- 
ing is by no means confined to light industry in the broader 
sense. Sectors where bank credit is an important element 
include petrochemicals (where self-financing has become 
less important 1972-1974), gas, electricity, chemicals, 
agricultural and light machine building, and food pro- 
cessing. Here light industry in the broader sense is 
strongly under-represented, with zero figures recorded for 
light industry proper, the meat and dairy industry, and 
fisheries. No sectoral figures for more recent years are 
available, but the text table below shows contemporary 
trends in total state investment. 


Total state investments by financial source 


(Percentage distribution) 


Plan 1976 1976 Plan 1977 

Budgetary grants . 49.4 49.2 40.8 
Enterprise profits . 14.9 137 8.0 
Amortization allowances 27 26.8 24.6 
Economies from price reductions 

LOREGUIPMCHt seem mer ace 1.8 1.9 0.9 
Mobilization of internal resources 

СОЛО fe eens So a то ig) 1.8 
Fund for the development of pro- 

duction, reconstruction and tech- 

nicalre-equipment ..... . — —- 7.0 
Decentralized sources ..... . — — 5.7 
Iong-termucredits;. S94 5 . = = - 29) Sez 9,3 


Sources: У. Е. Garbuzov, ‘‘The budget of the first year of the tenth five-year 
period”, in Finansy SSSR, Мо. 1, 1976, р. 12; У. Е. Garbuzov, “The budget of the 
second year of the five-year period’’, in Finansy SSSR, No. 12, 1976, р. 13. 


The picture is somewhat distorted by the inclusion, as 
from 1977, of the production development fund and other 
sources of decentralized investment in the plan. The 
importance of budgetary grants is not planned to fall by 
nearly as much as it appears in 1977. In any case it 
remains, as might be expected, at a much higher level 
for the economy as a whole than for industry alone. It 
is of interest that the upward trend in the importance of 
bank credits is reflected not only in the 1977 plan figures 
by comparison with the actual figure for 1976, but also 
in the latter by comparison with the plan figure for 1976. 
The merit of this last form of finance is underlined by 
the fact that in 1974 as much as 58 per cent of credit- 
financed projects were completed on or before time. The 
corresponding figure for projects financed in other ways 
is 25 per cent. It has been pointed out that one of the 
reasons why credit is not used more is that profit rates 


are too high, making finance from internal sources too 
easy, particularly in view of the fact that ministries often 
transfer funds from highly profitable to less profitable 
enterprises for investment finance purposes.” 


_ As far as the planning and finance of construction 
itself is concerned, the policy of a gradual transition to 
“completed project” (gotovyi ob’ekt) as the key indicator 
continues. As a transitional measure, “stages of com- 
pleted work” has been used, but this indicator has been 
found to preserve some of the disadvantages of the older 
planning arrangements. With the more advanced system 
“completed project” is used not only as a basis for 
evaluating the work of the enterprise, but also as a basis 
for the settling of accounts with clients, with all inter- 
mediate finance coming from bank credits. Somewhat 
less than half of the total volume of construction work 
is currently being financed in this way. The text table 
below, presenting data from the Lithuanian Republic, 
indicates that the figure may tend to be much higher in 
advanced industrial areas. 


Credits advanced to construction enterprises by the Lithuanian office 
of Stroibank, by type of financial arrangement 


(Percentage of total construction and assembly work financed) 


First half 
Type of finance 1974 1975 of 1976 
For completed projects and com- 
pleted stages . 98.5 99.7 99.98 
of which: 
For completed projects .... 62.0 65.3 70.20 
Projects of a productive nature only 98.4 99.7 99.96 
of which: 
For completed projects .... 38.6 41.8 47.60 


Source: $. О. Movshovich, “Рог a progressive form of accounts’’, in Finansy 
SSSR, No. 1, 1977. 


Apart from the high absolute level and upward trend 
in the figures for completed projects as a whole, the 
outstanding point that emerges from the table is the still 
relatively low proportion of productive investments 
financed on the basis of completed projects. 


In Bulgaria, a new complex “‘programme-orientated” 
approach to the planning of construction activity has 
been adopted, with the emphasis on the integration of 
the different stages of the investment cycle. The construc- 
tion complex is to be divided into three echelons. Echelon 
1 will comprise the production of basic building materials, 
and it is planned that rationalized reconstruction and 
modernization should reduce the number of quarries, by 
the end of the five-year period, from about 1,600 to 50-60. 
Echelon 2 will produce standard construction parts and 

This will be the key focus in the 


prefabricated units. 
drive to shorten the investment cycle. Rationalization 


22 Pessel’, op. cit. p. 53. 
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will permit a reduction in the number of production 
systems from 42 to 6. Echelon 3 will be concerned with 
actual construction, and specialist organizations will be 
created for the implementation of foundation works, 
erection and assembly, and finishing work. This is 
clearly aimed at attacking the problem of “advantageous” 
and “disadvantageous” stages of work. 

The general principle on which planning of the con- 
struction complex will be carried on is the multiplicative 
approach (multiplikatsionniya podkhod) which, it is 
hoped, will provide a basis for the implementation of 
specific advanced planning and managerial techniques. 
The main planning indicator will be value of final pro- 
duction (krainata stokova produktsiya). Special incen- 
tives have been established for rapid completion, with 
construction enterprises to receive a 50 per cent rebate on 
interest on construction credits, in case of completion in 
advance of planned dates. In a number of projects 
Soviet experience is being used in the development of 
the new Bulgarian system, and the Zlobin method is to be 
encouraged as an integral part of the multiplicative 
approach. In addition, as from 1 January 1977, two- 
yearly planning was to be generally introduced into 
construction.”® In general, then, developments in Bulgaria 
are moving strongly in the direction of centralization, but 
on a rationalized, more parametric, basis. 


In Hungary an investment system which combines 
government and enterprise decision-taking, and in the 
implementation of the latter combines own finance with 
credits and grants, has been in operation for some years. 
The text table below indicates the balance of the different 
elements of the system. 

A clear “50-50” relationship exists both between gov- 
ernment and enterprise investment, and between internal 
and external sources of finance for enterprise investment, 
while grants retain a considerable degree of importance 
in the system. By a decision of the Council of Ministers 
of 8 April 1976 subsidization of enterprise investment will 
continue, though on the basis of competitive application, 
to be finally arbitrated by representatives of the relevant 
ministry, the National Planning Office, and the Ministry 
of Finance. In addition, subsidization will now be im- 


23 See Ikonomicheski Zhivot, 4 August 1976, pp. 1 and 8. 
24 Tkonomicheski Zhivot, 21 August 1976, p. 3. 
25 Tkonomicheski Zhivot, 18 August 1976, pp. 1 and 8. 


plemented on the basis of tax allowances. The current 
emphasis in investment policy is on financial stringency, 
and a decree of 1976 providing for the institution of a 
general entrepreneur for the totality of a given investment 
project reflects an element of increased centralization in 
the system, as does the slight change in the balance of 
investment decision-taking in favour of the government 
which is planned for 1976-1980 (see text table below). 
Once again, however, this is combined with an increased 
reliance on a parametric approach, in particular on fiscal 
instruments. 

At the intra-CMEA level joint work on improving 
investment planning procedures continues, though little 
detailed information is available. The forty-second session 
of the permanent commission for construction of the 
CMEA was held in October 1976, with housing, the 
development of industrial building methods, and co- 
operation in design the main topics. The seventh CMEA 
conference on prices, which opened on 30 November 1976, 
aimed to evolve a common formula for the calculation 
of investment costs in agriculture and industry. 


(iv) Allocation by sector 


The general tendency in 1974 and 1975 was for the 
share of the material sphere in total investment to rise 
somewhat (table 4.6). In the German Democratic Repub- 
lic this proportion fell slightly, but Romania presents the 
only significant exception. This annual trend may, 
however, be a short-term one, related to the fact that 1975 
was the final year of a five-year period. Of the main 
sectors within the material sphere, construction held or 
increased its share in all countries except Poland, where 
it fell slightly but remained at a higher level than in any 
other country, this reflecting the slackening off in Poland 
after the investment boom of 1972-1974. But it was 
transport that showed the most definite tendency to 
increase its share, with Bulgaria providing the only 
exception. The shares of the two principal production 
sectors, industry and agriculture, did not, on the whole, 
change very much. Turning to the main sectors of the 
non-material sphere, it is noteworthy that the current 
emphasis on housing does not find expression in the 
investment figures for 1974 and 1975. 


The figures on distribution of investment by industrial 
branches (table 4.7) show that it is only for Czecho- 


Decision-taking and finance in investment in the socialist sector of the Hungarian economy 
—————— 


Shares in investment 


decision-taking 


(percentage distribution) 


Enterprise investment by 
financial source 
(percentage distribution) 


Government Enterprises Credits Grants Own funds 
ВОЙ 9 ob po be RB 44 56 
о ears enon ae 46.1 * 53.9% 28.0 20.0 52.0 
вап Ве: я 46.9 53-1 30.0 18.7 С; 
Plan 1976-1980 ...... 51 49 Е 


— 


р Sources El Xe, Deak, “On the possibility of enterprise decisions on investment’’, in K6ézgazdasdgi Szemle, Мо. 1, 1975; 
. Tar, “Investment in the five-year plan and the process of economic development’’, in Gazdasdg, September 1976. ] : 
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slovakia, Poland and Romania that the shift in emphasis 
towards fuel and basic materials sectors, which is such an 
important element in all the current five-year plans, is 
really evident from the 1974 and 1975 figures. (In the 
case of the German Democratic Republic the trend had 
become evident somewhat earlier, and showed no signs 
of being reversed in 1975.) The share of total investment 
going to electricity rose in only two countries—Romania 
and Czechoslovakia—while Romania and Hungary 
provided the only two cases where the share going to 
fuel rose. The share going to metallurgy, however, rose 
for four countries—Czechoslovakia, the German Demo- 
cratic Republic, Poland and Romania—in the case of 
Poland by as much as 4 percentage points. In the building 
materials branch only Bulgaria, the German Democratic 
Republic and Poland showed a marked tendency to an 
‚ increased share. 


Turning to other sectors, engineering maintained its 
key position in the economies of the region with rises— 
from a high initial level—in the share of total industrial 
investment for all countries except Bulgaria and Romania. 
In the former of these two cases the drop by almost 
3 percentage points may be a result of the pursuance in 
Bulgaria of a policy of a high degree of specialization in 
certain types of high-quality engineering goods—within 
the context of intra-CMEA trade and co-operation— 
which may be less capital-intensive than more traditional 
engineering lines. The share of total investment going 
to chemicals fell in all countries except Hungary in 1975 
by comparison with 1974. The share of industrial invest- 
ment going to the wood, pulp and paper sector rose in 
four of the five countries for which figures are available 
for 1974 and 1975. In food processing the trends were 
mixed, but for light industry only Bulgaria, of the coun- 
tries for which data are available, showed a marked rise. 
For light industry in the broader sense (wood, pulp and 
paper, food processing and light industry proper) only 
Bulgaria shows a distinct upward movement in the share 
of total industrial investment. 


Systematic data are not available for trends and 
planned trends in 1976 and 1977, but some deductions 
can be made from fragmentary information. Serious 
strains became evident in electricity supply in 1976 in 
Czechoslovakia, partly due to short-falls in planned 
production capacities and delays in completions. The 
successful completion of the reconstruction of the 
Jaslovske Bohunice atomic power station will ease the 


situation somewhat, but the improvement of supply can 
be expected to continue to be a top priority for 1977. 
An indirect indicator of the degree of stress to be placed 
on investments in this sector in the Soviet Union in 1977 
may be given by the fact that the output of the electrical 
engineering sub-branch is planned to increase by 19.6 per 
cent. The development of coal production is currently a 
particular priority in Hungary, with 2.4 billion forints of 
planned investment expenditures in the sub-branch in 
1976, and a number of new shafts being sunk. Investments 
in the Soviet coal industry are planned to grow by 
15.2 per cent in 1977. Metallurgy was a focus of invest- 
ment activity in Poland in 1976, with the completion of 
the giant Katowice works and of other iron and steel 
projects. In non-ferrous metallurgy the Glogow-2 copper 
mine—to be the largest in Europe—was due to start 
production in August 1976. In Hungary bauxite produc- 
tion will receive a stimulus from the completion of a 
number of projects, notably the Nyirad-Izamajor-2 mine, 
which was completed at the end of 1976, and which will 
have an annual production capacity of 450,000 tons. In 
the German Democratic Republic the foil rolling mill at 
the Aluminium-Folie works, which started production in 
July 1976, will be the biggest producer of foil for the elec- 
tronic and electrical industries in the CMEA area. In Cze- 
choslovakia the 1976 plan placed specialemphasis oninvest- 
ment in metallurgy and heavy engineering, with planned 
investment totalling 7,500 million Kés. Engineering will 
take a high priority in the Soviet Union in 1977, with a 
number of sub-branches to invest at a rate around 20 per 
cent higher than the 1976 level. It is also in the Soviet 
Union that chemicals will be the centre of special attention, 
with investments to rise by no less than 48 per cent. In 
Poland a silicon works was due to start production in 
September 1976, and should now be fully operational. 
This project is particularly important for supplies to the 
electronics industry. The building materials branch is 
receiving particular emphasis in Poland and in the German 
Democratic Republic, where tensions appeared in the 
supply of building materials in 1976. Cement has been 
a focus of attention in a number of countries, with the 
opening up of large-scale new plants in Poland, the 
German Democratic Republic and Hungary. The devel- 
opment of the food processing industry is another key 
element in current Polish investment policies. A large 
number of new plants were commissioned in 1976, and 
efforts are being made to speed up the completion of 
projects in progress. 


5. CONSUMERS’ INCOMES AND SUPPLIES 


i i ici was some deceleration in the rate of increase of real 

image atl mee a income in Poland, though the rise of about 6 per cent 

The increases of real income of the population in 1976 was above average and probably more favourable ans 
ranged between 4 and 5 per cent per head in Bulgaria, envisaged. The rapid growth in Е а 

the German Democratic Republic and the Soviet Union, 8 per cent) was to a greater extent than in other ae ries 

and were in line with the plans (table 5.1). After the related to an increase in employment. In ee 

accentuated development in the previous five years, there resources were shifted to exports, which permitted only 


TABLE 5.1 


Real income and real wages 
(Annual percentage change) 


Real wages Real wages 
Real income per wage- Real income per wage- 
per head of or salary- per head of or salary- 
Period population earner population earner 
Bulgaria Romania 
a 
ое ih te ele al i a aan 33 1.6 6.4 4.7 
LOTS aes eee eee ee ee ne 5.6 1.9 3:3 Hel 
Plan*l97 Ove wa в, 4.8 8.0-8.5 8.0-8.7 
D7 Gs д on ке. aa 4.4 Si 6.165 
Planet О о бов рас 4.5 5.9-6.3 
Czechoslovakia Soviet Union 
у tre ls 8355) 2.9 4.0 4.7 
LOTS ee ee oe en 2:3 2.6 4.5 3.6 
Со о оо о ов в ih ae Sal! PAG С 
LOT OMA TTA coe eee . eerie eee ae we 2.8 с 37 3.6 с 
Рав 1977 ahs 3.8 Selec 
German Democratic Republic Byelorussian SSR 
c 
1974 Pens oe a ORs. Lede eee ee 6.0 4.3 4.3 2.9 
TOTS ee ee ca CREP ey 4.2 332 5.0 Sh 
Plane! ое р ба А а о о as 3.5 7.0 
LOT ORS Eset ae wie eee 5.0 4.0 7.0 
Pianyl 977) meee a ee ee 3.9 5.4 
Hungary Ukrainian SSR 
С ava т И 6.4 5.6 1.8 2.6 
о ae ere 4.0 3.9 2.5 4.0 
ТЕ о ое оба ба 3.0 1.5 3.4 4.2 с 
оо а О ое 1.0 0.5 4.0 4.7 с 
ВАО и 3.5-4.0 2.5-3.0 35 2.8 с 
Poland 
LE Sane eee he en. Аб 5.0 6.6 
о ae 8.9 8.5 
BIN IHG 5 6 6 5 & we be Oe AN 85) 
Пе ee ee ree 5.6 4 3.8 
Ван а eee ee 2.0 


Sources ; National statistics, plans and plan-fulfilment reports. 
а Increase in wage fund in real terms. 

> State sector. 

с Average nominal wages. 

4 Money income in real terms, 
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a modest increase in real incomes (1 per cent). (For the 
same reason there was no increase in the share of invest- 
ment in national income.) 


The recent tendency for a closer correlation between 
the expansion of real income and of real wages generally 
continued in 1976. Reflecting limitations on the supply 
of additional labour, that part of the increment in income 
per head of population due to increased employment 
became smaller. The rise in real wages in 1976 generally 
ranged between 3 and 4 per cent, which was close in 
many cases to the rates of growth of real income. 


The changes in incomes from agriculture (table 5.2) 
affected over-all development in different ways, while 
payments and benefits from social funds were an im- 
portant addition to real incomes in all countries. Pay- 
ments and services of this kind in the Soviet Union 
amounted to 94.5 million roubles, an increase of 5 per 
cent over 1975; in Czechoslovakia they amounted to 
104 billion crowns, an increase of 7 per cent in comparison 
with 1975. In the German Democratic Republic, on a 
family basis (allowing for 4 members), provisions 
from social funds in 1976 increased by 13 per cent to 
7,320 marks. 


In the Soviet Union and the east European countries 
the total money income of the population rose between 4 
and 11.5 per cent in 1976. The lower increases (between 
4-6 per cent) in Czechoslovakia, the German Democratic 
Republic and the Soviet Union occurred in the context 
of stable consumer prices, while the faster rises (between 
7 and 11.5 per cent) in Hungary, Poland and Romania 
were accompanied by increases in consumer price indexes 
of between 1 and 5 per cent. 


The rises in wages and wage-like incomes were not far 
from the growth rates of total money incomes, but only 
in the case of the German Democratic Republic was the 
increase greater than the over-all expansion of money 
incomes. This development might be associated with the 
fact that the implementation of wage-policy measures 
laid down in the five-year plans has only just begun or 
is due to begin in 1977. In the majority of countries the 
increase in social transfer incomes and, in a few cases, of 
agricultural incomes, was greater than that of total 
money incomes. 


The rise in agricultural incomes was closely related to 
the over-all performance of the agricultural sector (with 
the exception of Poland). In countries where agricultural 
output rose there was a shift in favour of agricultural 
incomes, while in countries with less favourable agri- 
cultural results, agricultural incomes remained at the 
1975 level. The estimated above (or very close to) average 
increase in agricultural incomes in Poland reflected the 
impact of steep increases in state procurement prices; it 
is estimated that these will result in an annual increase 
in farmers’ net incomes of some 12 billion zlotys. 


The above average increase in social transfer incomes 
was an important element in the growth of money in- 
comes in all countries, but especially in Czechoslovakia 
and Hungary (and probably also in the German Demo- 
cratic Republic), where high rates of expansion of pensions 
and other social benefits almost doubled the increase in 
total money incomes. 


INCOMES POLICIES 


In 1976 incomes policies started to evolve in accordance 
with the principles incorporated in the 1976-1980 plans. 
A new remuneration system is being worked out in 
Bulgaria. The increases in minimum monthly wages and 
improved remuneration in the middle echelons should 
lead to further narrowing of occupational differentials in 
the German Democratic Republic and the Soviet Union. 


_ Incomes policies in Romania and the Soviet Union 
incorporated larger income increases for agricultural than 
for non-agricultural earners. In Poland agricultural price 
policies also aimed to stimulate agricultural output. 


Other measures to further narrow family income dif- 
ferentials and to bring the social benefits of members of 
farming co-operatives closer to or to the same level as 
those of wage- and salary-earners were also implemented. 
These measures included improvements in pension 
schemes (Czechoslovakia, the German Democratic Repub- 
lic, Hungary), family and child-care allowances and 
other maternity benefits. Some measures also supported 
population policy objectives: a system of child-care 
allowances was introduced in the German Democratic 
Republic and Poland. With some exceptions, fiscal 
measures in 1976 related mainly to abolitions or reduc- 
tions of certain taxes, primarily for redistribution pur- 
poses. 


In the course of 1976, in accordance with the 1976- 
1980 plan, a start was made in the Soviet Union on 
raising the statutory minimum monthly pay with simul- 
taneous increases for the middle category of wage- and 
salary-earners in education, public health, housing and 
communal services, consumer services and other non- 
material sectors. The wage policy measures will affect 
31 million manual workers and office staff, whose wages 
and salaries will be increased on average by 18 per cent, 
increasing state expenditure by more than 7 billion 
roubles per year. The new rates of pay are to be introduced 
gradually: in the Far North *° and also in areas of the 
Far East, Siberia and the European North in December 
1976 to February 1977; in the Urals, Kazakhstan, Central 
Asia, Volga-Vyatka and in the Volga area, in December 
1977.27 The schedule for implementing these measures 
in other areas of the country will be specified in the 
yearly plans of the present five-year period. It has also 
been emphasized that special attention is to be devoted 
to increasing the material incentives for workers to achieve 
higher productivity, and that a wide range of incentives 
will be introduced to encourage an improvement in the 
quality of services. It is intended to introduce incentive 
bonuses in addition to wage and salary increases, and to 
introduce a widespread system of rewards for the 
extension of various services. Another stage in the 
implementation of the social and economic programme 


26 The population in areas with a severe climate have a number 
of material privileges: northerners receive higher wages with annual 
increments; they have 5 to 6 weeks’ paid holiday and retire five years 
earlier (at 55 for men and at 50 for women); as a rule there are 
boarding schools where children receive food, clothing and text- 
books without payment; allowances include holidays in summer 
pioneer camps, which are generally located in the south. 


27 Prayda, 28 December 1976. 
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was the reduction of the working week to 30 hours for 
the miners of 200 mines, and preparations are under way 
to extend this to the remaining mines. While the normal 
maximum old-age pension of wage- and salary-earners in 
the Soviet Union is 120 roubles per month, it has been 
increased to 160 roubles for miners. 


In Bulgaria, in accordance with policy objectives, there 
was a faster increase in wages and salaries in the building 
and construction industries than in other sectors in 1976. 
Working hours were reduced, and the five-day working 
week was established in all enterprises. As part of the 
programme for removing differences between co-operative 
farmers in social insurance provisions and wage- and 
salary-earners, increases in pensions for retired farmers 
were announced, with effect from 1 June 1977.28 It is 
planned to increase the pensions of co-operative farmers 
who retired before the introduction of the new system at a 
relatively high rate until they reach the level of pensions 
paid to wage- and salary-earners. 


In Czechoslovakia, under the new social security bill, 
which entered into force оп 1 January 1976, the pensions 
of more than 3 million retired persons (93 per cent 
of the total) were raised, on average by about 9 per cent 
(88 crowns per month). Also, pensions are no longer 
taxed. According to the new law the pensions of members 
of farming co-operatives are calculated from 1976 accord- 
ing to the same criteria as the pensions of wage- and 
salary-earners. 


In the German Democratic Republic, within the frame- 
work of the income and social policy programme of the 
five-year plan, statutory wages increased on 1 October 
1976 for about 1.4 million wage- and salary-earners. 
The statutory minimum monthly wage was increased 
from 350 to 400 marks, and for those in the 450-500 marks 
range there was a monthly increase of between 15 and 
40 marks. The introduction of new wage rates for pro- 
duction workers (affecting 250,000 persons at the end of 
1976) was also begun. The social policy measures of 
1976, implying additional expenditures of 6 billion marks 
in the present five-year period, permitted an increase in 
pensions (an average of 40 marks per month) for 3.4 mil- 
lion pensioners. The minimum pension was raised from 
200 to 230 marks. In addition social welfare allowances, 
marriage allowances and rent reliefs were increased. 
Maternity leave was extended from 18 to 26 weeks, and 
paid leave of one year for mothers after the birth of the 
second and each further child was established. Further 
measures are due in 1977: the basic wage will be increased 
for 1.5 million earners in the production sphere; the 
gradual introduction of the 40-hour working week will 
start; and additional paid leave will be granted for people 
doing shift work and for working women above 40 years 
of age in full-time jobs. 


Measures in Hungary in 1976 aimed to moderate the 
manpower shortage and also to mitigate some uiwar- 
ranted wage differentials. From 1 January 1976 wages 
and salaries of créche personnel were raised on average 


28 Since July 1975 co-operative farmers have received pensions at 
the rates and under the regulations applicable to wage- and salary- 
earners. 


by 14-15 per cent and of nursery school staff by 17-18 per 
cent. The wages of those working on continuous and 
three-shift systems in the paper industry were also raised. 
To prevent the creation of unjustified and dispropor- 
tionate incomes, regulations concerning part-time jobs 
were tightened. In 1977 shift supplements will be 
increased. They will be introduced or increased from 
1] uly in industry, in the retail food trade, and in catering. 
Basic wages will also be increased in the electric power 
and clothing industries. On 1 January 1977 new pay-roll 
regulations will come into force and the statutory mini- 
mum wage will be increased from 1,000 to 1,200 forints. 
The system of social security will be further expanded 
in coverage and scope, affecting mainly pensions and 
sickness allowances. Several tax concessions will be 
granted to the population from 1977. 


In Poland the process of wage adjustments and in- 
creases was completed in 1976. In the past six years 
11.7 million persons in the socialist sector have had 
wage and salary rises. The amount allocated for the 
increases reached 61 billion zlotys a year in 1976 (it was 
about 22 billion annually in the period 1971-1973). Within 
the framework of the social policy programme (effective 
from 1974) pensions were raised for 1.7 million persons 
(half of all pensioners) in 1976: the average monthly 
amount reached 1,679 zlotys. New maternity allowances 
were introduced at the beginning of 1976. A lump sum 
three times the normal family allowance per child is now 
paid to working mothers and to non-working wives of 
workers. Paid maternity leave was increased from 12 to 
16 weeks on the birth of the first child. All working 
women whose children become sick are entitled to paid 
leave of up to 60 days a year. Women who prefer to 
stay at home to care for their children are given leave 
of three years during which they are entitled to social 
allowances. From January 1976 wage and salary taxes 
were abolished, as was the compulsory pension contribu- 
tion paid by wage- and salary-earners. Tax relief was 
granted for artisans and retailers selling food products. 
But a “levelling tax” was imposed on high incomes of 
over 12,000 zlotys per month.” 


An increase in the monthly minimum wages (from 
1,200 to 1,400 zlotys) and annual increases in pensions 
are being planned for 1977. A comprehensive pension 
system for farmers is under review.*° 


A new system of remuneration in construction was 
elaborated in Romania in 1976. The need for changes 
in the remuneration system in the field of research and 
technology was also reported. A programme of general 
wage increases will be gradually put into effect from ТЫ. 
beginning with the more important sectors (from the 
point of view of economic development), and rises will 
be given first to those in the lower wage brackets. Accord- 
ing to new regulations, there will be changes in the 
remuneration system of co-operative farmers from 1977. 


29 Since average monthly earnings are about 3,900-4,000 zlotys, 
the new tax applies only to a small proportion of the population. 

30 From the middle of 1974 elderly farmers unable to run their 
farms have been able to apply for a pension in exchange for the 
transfer of their land to the state. 
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(ii) Consumer prices 


According to the plan-fulfilment reports, consumer 
prices remained remarkably stable in the Soviet Union 
and in most of the east European countries in 1976. The 
consumer price index in Bulgaria, Czechoslovakia, the 
German Democratic Republic and in the Soviet Union 
showed practically no change. The increase was less 
than 1 per cent in Romania, and was 4.5 and 5 per cent 
in Hungary and Poland (table 5.3). The maintenance of 
price stability, as in the past, was supported by budgetary 
subsidies. It was reported that in the German Democratic 
Republic, for every 100 marks spent on food by citizens, 
the State contributed an additional] 27 marks in subsidies. 


Budgetary subsidies and retail trade turnover in the consumer sector 


nn 
Subsidies as 
а percentage 
of retail - 
trade turnover 


Retail trade 

Subsidies turnover 

кри 
(Billions of 


national currency units) 


German Democratic Republic (1976) 13.3 85.8 
Poland: (1975) “2-0 en mee ca. 100 349.9 28.6 


Soviet Union (1975)*.....- ИО ТИМ 16.9 
_ рии 


Sources : National statistics, plan-fulfilment reports, Trybuna Ludu, 25 June 1976; 
Pravda, 5 January 1977. 
а Data refer to food sector. 
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TABLE 5.3 


Consumer price index 


(Preceding year = 100) 


Country and period Total Food Non-food Services 

Bulgaria % 

OTA Mee een ee eee ee me 100.5 101.1 100.1 
Czechoslovakia 

О tee ee Pee eee 100.4 100.2 100.4 100.3 

ПО ое fn Oo ee, Saene a 100.6 9919 101.5 100.5 
German Democratic Republic 

о о oan Coe 99.7 100.0 99.1 100.0 

[OTS eae ne ne agree ee 100.2 100.5 99.7 100.0 
Hungary С с 

О oe tt ВСУ 101.8 101.2 102.9 101.8 

ОЕ ее 103.8 102.1 106.4 102.2 

ап б eee ae 104.5 

1976 а еее 105.0 

Plan 1977 103.8-104.0 
Poland b 

О, ее 107.1 106.2 103.6 106.5 

ро в 103.0 100.5 106.3 101.7 

о о ee 104.5 с 

т Е О а о се Пе а 102.04 . 
Romania е 

1974... 101.0 101.7 100.0 

С бо в 100.1 100.4 108.3 

Ир оо 100.9 

Plan 1977 101.6-102.3 
Soviet Union + 

1974. . 99.9 100.3 99.6 

1975. 99.9 100.1 99.8 


ae eee 


Sources: As for table 5.1. 


а Retail price index. Data refer to state sector for Bulgaria, and to state and co-operative sectors for the Soviet Union 


> Excluding alcoholic beverages. 

с Cost-of-living index. 

4 Derived from index of nominal and real wages. 
¢ Rent. 
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Information is available for Hungary concerning the 
structure of consumer price subsidies. Owing to the 
price policy measures taken in 1975 and 1976, however, 
further changes took place in relative producer and con- 
sumer prices. In 1976 consumer price subsidies exceeded 
the revenue from turnover tax by almost 3 per cent. Some 
changes occurred also in the structure of consumer price 
subsidies from 1974 but the basic relative importance of 
subsidies remained broadly unchanged. 


Subsidies and taxes as a percentage of turnover in Hungary in 1974 
м— 


Subsidies Taxes Balance 
es 
СХ Ро ео ро о 22) 3 —19 
Tobacco and beverages ....... — 41 41 
СОННИ ото о и 4 2 —2 
Сино Ро a 2 23 21 
Hardware and other technical products. — 4 4 
Chemical and petroleum industry pro- 

ОС ee ee ae. ee hh eS — 13 13 
Furniture м ak 6 1 —5 
ната оо. — 11 11 
С Я о о. 36 12 —24 
Building materials. ......... — 3 3 
Miscellaneous. ..... . rere ee 35 35 
SNES 2 BY oe р ОНИ 32 22 —30 

ОА РВ. oem ett 13 2 


Source: В. Csikés-Nagy, “Price policy at the beginning of the present five-year 
plan’’, in Marketing in Hungary, No. 3, 1976. 


In accordance with the price policy laid down in the 
five-year plan of the Soviet Union, several price reductions 
of 5to 25 per cent have been announced with effect from 
January 1977. Among prices to fall are those for knit- 
wear, underwear, women’s footwear (by 10 to 25 per cent), 
refrigerators (by 12 per cent), vacuum cleaners (by 
15 per cent), television sets (by 17 per cent), electric 
razors (by 20 per cent), tape recorders (by 23 per cent), 
and medicines (by 5 per cent); prices of some luxury 
items, such as carpets, silk fabrics, cut glassware and 
richly designed books, were increased. ‘The prices of 
children’s books, textbooks and political literature did 
not change. To eliminate the running of some kinds of 
transport at a loss and to improve services for the popula- 
tion, new fares for taxis and air transport will be intro- 
duced as of 1 April and passenger fares for sea and river 
transport, with due regard to the type and comfort of 
ships, will be increased with the resumption of navigation 
in 1977.31 The continued stabilization of prices for basic 
foods and consumer goods has also been emphasized. 

From 1 January 1977 a new system of wholesale 
prices will come into force in Czechoslovakia, but the 


restructuring will not affect retail prices as changes 
in wholesale prices will be offset by adjustments in the 


turnover tax. 


31 Pravda, 5 January 1977. 


There was a planned increase in prices in Hungary in 
line with the policy of linking consumer prices more 
closely to production costs: this policy measure accounts 
for the greatest part of the 1976 increases in the consumer 
price index. One important factor was the rise in the 
retail prices of meat and meat products, from 5 July 1976, 
by an average of 30 per cent, to bring consumer prices 
into line with production costs.22 In compensation for 
these increases, a monthly supplement of 60 forints was 
granted (not subject to any deductions) to wage- and 
salary-earners and to pensioners, and social benefit allow- 
ances (family allowances, child-care allowances, etc.) and 
scholarships were increased by the same amount. With 
the carry-over effect of the 1975 price measures and the 
faster than expected increases in prices of fruit and 
vegetables caused by the drought, the rise of about 
5 per cent in consumer prices in 1976 was slightly higher 
than foreseen in the annual plan (4.5 per cent). The 
extent of price adjustment in Hungary will slow down 
in the coming years. The 1977 plan sets the ceiling for 
consumer price increases at 3.8-4.0 per cent. The effect of 
the increases in meat prices in the second part of 1976 is 
likely to influence the total index by just over 1 per cent 
in 1977. 


In Poland the price freeze for basic food products was 
continued in 1976. Price policies were directed towards 
maintaining general market equilibrium and to keeping 
prices relatively stable. A temporary step in this direction 
was the institution of sugar coupons in August 1976. 
Accordingly, sugar is sold at an unchanged price of 
10.50 zlotys a kilogram, but is rationed at this price, to 
two kilograms a person per month; additional purchases 
cost 26 zlotys a kilogram. From October 1976 maximum 
prices were introduced for free-market foodstuffs, includ- 
ing pork, beef, veal, lamb, fruit, vegetables, potatoes, etc. 
From September, prices of certain types of television 
sets were reduced by 10 to 20 per cent, while prices of 
some car models were increased. In 1976 the cost-of- 
living index showed an average increase over the previous 
year of 4.5 per cent, and a modest increase of about 
2 per cent is expected for 1977. 


Some elements of flexibility were apparent in the price 
policies followed recently in Romania, largely reflecting 
price movements in imported raw materials. A small 
acceleration in the rate of increase in consumer prices is 
foreseen for 1977, the maximum rise being 1.6 to 2.3 
per cent. 


(iii) Consumer goods supplies and retail trade 


RETAIL SUPPLIES 


In 1976 measures were taken to meet consumers’ re- 
quirements for quality, for better technical standards and 
for greater variety. In some countries special govern- 


32 Meat prices have not changed since 1966. Subsidies paid by 
the state budget were on average 18.30 forints for each kilogram 
of pork and 26 forints for beef. After the price rises the subsidy is 
6.60 forints per kilogram of pork and 16.25 forints in the case of 
beef (Figyelé, 7 July 1976). 
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mental bodies were set up to integrate control and guid- 
ance on the production and distribution of goods, and 
comprehensive plans were adopted for the expansion of 
consumer-goods output. The measures taken to improve 
supply included the reduction of exports of certain 
commodities and increases in imports of consumer goods. 
However, some shortages occurred from time to time. 
There were some problems with supplies of fresh vege- 
tables and fruit (and in the first part of the year, of pota- 
toes): these difficulties were mainly related to the long 
drought. In Poland meat supplies failed to keep pace with 
rising incomes and consumption (the latter rose from 
53 kilograms per head in 1970 to 70 kilograms in 1975) 
because of limitations in domestic and imported supplies 
at ruling prices. 


To implement the five-year plan targets in the Soviet 
Union, a detailed programme has been worked out for 
developing the production of mass consumer goods 
and improving the quality of products.** The production 
of these commodities should increase by 70 per cent 
(more than was originally planned). There is to be a 
considerable increase in the production of television sets, 
tape recorders, record players, cameras, watches, musical 
instruments, crockery, furniture, motor cycles, textile 
products, еёс.34 A programme of comprehensive standard- 
ization of the most important consumer goods is to be 
drawn up in 1977. The introduction of a general system 
for the quality control of consumer goods is to be com- 
pleted by the end of 1978. 


A detailed programme for mass production of new? 
technically more sophisticated items has been arranged.® 
Plans as regards the construction of new enterprises and 
the expansion and modernization of existing enterprises 
producing consumer goods have also been decided upon, 
and these enterprises will be allowed to expand faster 
than the over-all volume of central investments, through 
the use of bank credits extended up to six years. 


In Bulgaria in recent years various economic incentives 
for the expansion of consumer-goods output have been 
established, along with sanctions for the non-fulfilment 
of import plans for the same goods. A co-ordinating 
council for the production and import of consumer 
goods has also been set up. Measures have been taken 
to reduce non-standard and low-quality production. 


In Czechoslovakia and the German Democratic Repub- 
lic, where the market is virtually saturated with basic 
durables, the emphasis is on meeting the demand for 
technically more sophisticated items. The supply of 
foodstuffs has generally remained in balance with demand 
at the high level already achieved with subsidized and 
stable prices. 


33 Prayda, 6 January 1977. 


34 The output of colour television sets will amount to 3 million 
items in 1980 (which is five times more than was produced in 1975). 
Supplies of goods such as tape recorders, radio receivers and record 
players should increase 2.5 times. The output of porcelain and 
earthenware crockery will rise to 1,500 million items in 1980. 

35 Including automatic washing machines, portable сазеце 
recorders, video-cameras for colour video-tape recorders, small 
portable colour television sets, new models of motorcycles, etc. 


Retail supplies were generally satisfactory in Hungary 
in 1976 but, due mainly to the severe drought, there 
were some shortages of fresh vegetables and fruit during 
the spring and early summer. To cope with these diffi- 
culties, imports were increased; measures were also taken 
to increase domestic supplies, not only in the short run 
but also to ensure the implementation of the five-year 
targets. In 1976 great importance was attached to second 
sowing. Producers were given free seeds for the second 
sowing and procurement prices for some vegetables were 
raised. To increase the incentive to grow vegetables and 
fruit, the government has raised vegetable purchase prices 
for 1977 by 15 per cent on average and fruit prices by 
10 per cent. Organizational changes, increases in pro- 
curement prices, and improvements in fodder supplies 
were the most important measures taken to increase 
supplies of pig-meat.** 


In Poland top priority was given to meeting consumer 
demand which, as in previous years, was influenced by 
the rapid increase in the purchasing power of the popula- 
tion. The plans for industrial production (and also for 
investment) were altered in order to increase the supply 
of consumer goods.*? To increase production, state 
procurement prices for practically all agricultural prod- 
ucts were increased. The measures taken to improve 
supplies include the reduction of exports of certain com- 
modities (particularly meat and meat products), and an 
increase in imports of many consumer goods (including 
meat, meat products and animal fats). In an effort to 
keep basic foodstuffs at home, customs regulations were 
tightened during 1976. Four teams were established in 
the second half of 1976 to work out the principles 
of a price policy for foodstuffs, to establish a programme 
to increase production for the consumer market, to 
investigate all possibilities of accelerating the devel- 
opment of agriculture and the food economy, and to 
prepare proposals guaranteeing the implementation of 
the programme of housing.*® In order to simplify the 
trade organization structure and to improve the links be- 
tween trade and production, the retail trade was re- 
organized.*® 


In Romania, special programmes were designed within 
the framework of the five-year plan to increase and 
diversify the output of such items as foodstuffs, clothing, 
footwear, domestic electrical appliances, building mate- 
rials, etc. A programme was also approved to stimulate 
the growth of services, especially in rural areas. To ensure 
the implementation of these programmes a Council to 
Co-ordinate Consumer Goods Production was set up, 


36 See section on Agriculture. 


a Expansion of textiles and knitwear, leather products, carpets 
children’s clothes, etc. is envisaged. The machine industry is also 
to increase production of consumer goods, as are the chemicals and 
furniture industries. An additional amount of 10 billion zlotys has 
been provided for investment to increase production of consumer 
goods. 

38 A further team is responsible for the preparation of a savings 
programme for the entire economy. 


eM In the new structure the rural market is served by one co- 
operative organization, and two state organizations operate on the 
urban market. Of the latter, one takes over the entire trade in food 
and catering and the other supplies the towns with industrial goods. 
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with specialized sections and two commissions (one for 
_ the country and the other for Bucharest).*° 


RETAIL TRADE AND SERVICES 


The volume of total retail trade turnover increased 
between 4 and 5 per cent in Czechoslovakia, the German 
Democratic Republic and the Soviet Union; the increase 
was lower in Hungary (1.4 per cent) but higher in Bulgaria 
(more than 7 per cent). Sales expansion was high in 


4° As a part of the programme of modernizing and developing 
agriculture, and in view of the steady improvement in supplies of 
vegetables, potatoes and fruit, measures were taken with regard to 
grape growing as well as the production and processing of vegetables, 
potatoes and fruit. 


Romania (8.6 per cent) and the rate of increase was 
close to the previous five-year average in Poland (an esti- 
mated 10 per cent in volume terms) (table 5.4). In the 
German Democratic Republic, Poland and the Soviet 
Union (probably also in Romania) the increases were 
larger than foreseen in the annual plans, and in the 
German Democratic Republic and Poland the growth of 
retail trade was even more rapid than the expansion of 
money incomes. The lower than planned increase in 
retail trade in Hungary was due to a lower than planned 
increase in national income and to the measures taken 
to adjust the foreign trade balance. 


Detailed retail sales statistics for 1976 are given in 
table 5.5. In the food sector sales of eggs, dairy products, 


TABLE 5.4 


Turnover of retail trade and services 


(Annual percentage change) 


м— 


Retail trade 


Retail trade 


Period Total Food Non-food Services Total Food Non-food Services 
Se О Е 
Bulgaria Romania 
1974... . 9.1 7.6 10.2 9.6 9.0 11.3 
NOTTS Toe ots 7.8 6.4 8.8 te 8.0 7.5 8.7 
Plan 1976. 7.8 % И ие т 
OWA SS ae И: 57 8.6 6.9 
Plan 1977. 7.0 < 11.2 
Czechoslovakia * Soviet Union 
1974 . es: 4.1 10.7 Tell! 5.9 4.3 7.3 95 
ПО © 85) 3.6 3.4 6.3 7.0 5.7 8.3 9.4 
Plan 1976. 4.7 3.6 5.6 3.6 7.9 
о OU eae ae 8:7 ae 32 4.6 8.0 
Plan 1977. 3:9 Be, 4.6 5.3 3 
German Democratic Republic Byelorussian SSR 
5.6 55 6.2 10.2 
74 . 6.1 4.2 8.2 
ee ее 35) 3.0 4.0 eS 5.4 5) me 
Plan 1976. 4.0 ee a 3.7 ec 
Тб. > 4.3 Sal 5.6 4.4 eu 
Plan 1977. 4.0 4.9 , 
Hungary a Ukrainian SSR 
9.2 7.0 Hi? 0,5 4.1 Des 5.6 ИЩИ 
го 5.4 7.1 3.9 5.5* 6.3 5.8 16 8.9 
Plan 1976 | 4.0-5.0 са. 4 4.5* i В.Э ae 
1976 ; 1.4 3.0 _- 2.0 4.2 a 
Plan 1977: 4.0-4.8 4.7 ‘ 
Poland 
1974 8.6 es 10.7 13.6 
1975 : 12.3 11.5 11.7 12.1 
Plan 1976 : 10.7? Mg 13.05 т 
196. eas п и 13.2 < за ee 13.2 
lenis (a oA a а eee ceo, rime 9.15 7.26 8.85 


Source: Аз for table 5.1. | ae 
Note: Unless otherwise indicated figures for retail trade turnover are at com 
parable prices. Data for services are in current prices. 


а At current prices. 

5 Supplies to retail trade. 

¢ Excluding alcoholic beverages. 
4 In volume terms. 
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and vegetable fats and oils grew faster than average, as 
did meat and meat products in Bulgaria and Romania. 
There was a 3.5 per cent increase in supplies of meat 
and meat products (ап4>10 per cent growth in fish and 
fish products) in Poland; sales of meat and meat products 
were basically unchanged in the Soviet Union, but there 
was a 14 per cent increase in sales of fish and fish products. 
While supplies of fresh fruit and vegetables decreased in 
some countries, in Bulgaria and Romania there were 
increases. Retail sales of cars and furniture showed a 
continuing expansion. For some durable goods, a certain 
saturation appears to have occurred, indicating a prob- 


able further shift in demand towards higher quality 
products and towards household equipment. Within 
total sales of clothing, there were above-average increases 
in sales of ready-made clothing. 


Increasing attention was devoted to improving service 
supplies in 1976, although the five-year plan expectations 
for a higher rate of increase for services than for retail 
trade targets have not yet been met in general. In Poland 
the growth rate for services was the same as for goods, 
but in the Soviet Union the growth of services was 
noticeably faster. 


6. FOREIGN TRADE IN EASTERN EUROPE AND THE SOVIET UNION 


(i) General features 


Information concerning the growth of the foreign 
trade of the east European countries and the Soviet 
Union in 1976 is still incomplete and only a general 
picture can therefore be given here.“ Table 6.1 indicates 
that the trade turnover of these countries combined in- 
creased in 1976 by 11 percent. This was half the rate report- 
ed in 1975. However, prices increased much more moder- 
ately in 1976 than the year before. The volume of trade 
expanded in 1976 by 8 to 9 per cent, which was a great 
deal more than in 1975. Similar growth rates were 
registered in intra-CMEA trade and in the trade with the 
rest of the world. However, trade with the latter countries 
accelerated considerably. This provided a major impetus 
to the volume growth of total CMEA trade. 


It seems that in 1976 the exports (value and volume) of 
the east European countries and the Soviet Union in- 
creased faster than their imports. This can be seen from 
table 6.1 except for the Soviet Union and the German 
Democratic Republic, which have published information 
on trade turnover only. The data for the first nine months 
show that in the Soviet case also exports increased 
faster than imports (15 and 11 per cent respectively). 
Thus for the region as a whole the movements in 1976 
differed from those of 1975, when imports (value and 
volume) increased a great deal faster than exports. In 
fact, the accelerated growth of exports—primarily to 
industrial market economies—provided an impetus to the 
growth of the total volume of the trade of the region in 
1976. The terms of trade of the east European countries 
and the Soviet Union continued to improve. In the final 
result the trade deficit of these countries declined a great 
deal, all of it in trade with industrial market economies. 


Information about the commodity composition of 
trade is also incomplete. In the four countries for which 
figures are shown in table 6.2, exports of machinery 
increased faster than average. The same was true of 
exports of intermediate products from Bulgaria and 
Hungary and of foodstuffs from Poland. Import growth 
was affected primarily by a slow expansion or decline 
in purchases of food and consumer goods. Bulgarian 
and Hungarian imports of intermediate products grew 
only slightly. 

Almost all the countries of the region contributed to 
this rapid expansion of trade. The trade of Romania 
grew at the fastest rate, followed by that of the German 
Democratic Republic, Bulgaria and Czechoslovakia. 


41 А fuller account based on complete data will be given by the 
secretariat in the next issue of the Economic Bulletin for Europe. 


Hungary reported a rapid expansion of exports but a 
moderate increase in imports. Growth by volume, 
especially of exports, accelerated in practically all coun- 
tries. In Poland exports increased at a relatively moderate 
pace, and a great deal less rapidly than imports. For the 
majority of the countries of the region, trade with CMEA 
regional partners increased rapidly, but that with the rest 
of the world more rapidly still. This was especially true of 
the Soviet Union and Czechoslovakia. In Czechoslovakia, 
Hungary, the Soviet Union and probably Romania, 
exports to the rest of the world increased faster than 
imports from the rest of the world. The opposite was true 
of Bulgaria and Poland. 


In most of the eastern countries, domestic policies in 
1976 were devised with the aim of improving trade 
balances. The output of the region as a whole grew at 
a rate similar to that of 1975; in eastern Europe it slack- 
ened. Domestic demand increased at a lower rate and 
less than output. Moreover, patterns of output and 
demand growth in 1976 changed a great deal, which 
further affected the expansion of trade. On the supply 
side, industrial growth slowed down, which restrained 
the expansion of imports of industrial inputs. At the 
same time, exports of industrial products increased 
rapidly, as they enjoyed priority in supplies. The harvest 
was good in 1976, which was also helpful to exports. 
However, the repercussions of the bad harvest of 1975 on 
imports of food were still to some extent being felt in 
1976. In addition, the faster growth of animal numbers 
than of fodder output that has persisted in recent years 
has been a source of rising imports of fodder, especially 
from western countries. During the 1975-1976 agricultural 
year the Soviet Union imported some 20 million tons of 
grain (worth about $3 billion), and may import another 
10 million in 1977. In 1976 Poland purchased cereals 
worth $1.5 billion abroad. Both countries imported 
rising quantities of meat, especially from western coun- 
tries. On the demand side, mention should be made of 
certain investment projects whose completion was de- 
layed, and of certain difficulties relating to the domestic 
supply of consumer goods. There was a decline in the 
trade deficit of the region corresponding exactly to the 
decline in the deficit with the industrial market economies. 
The position of Poland differed a great deal from this 
over-all regional picture. In that country demand grew 
faster than output, gaps in domestic supplies widened, 
imports expanded a great deal faster than exports, and 
the trade deficit increased. 


All countries except the Soviet Union have provided 
some information on their trade expectations for 1977: 
they all stipulate rapid growth of either exports or 
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TABLE 6.1 


Trade developments in east European countries and the Soviet Union 


(Percentage change in exports and imports and trade balances in millions of current US dollars) 


a ee ee TAR Pee tN SMR Sah. Ranges Ge oe Oe Eee 


E Е i 
World the. Soiled. о и. | 
1975 1976 Plan 1977 1975 1976 1975 1976 1975 1976 
ЕЕ ВЫ eS ee ee ee 
Bulgaria 
ae а eo 22.1 14.5 13.0* 26.7 14.8 12.0 ПВ —0.9 
ee а ena sas 24.8 Зы а 33 Bel Srl 53 22.5) 
ВА —739 —212 —248 —5 —207 — 594 252 
Czechoslovakia 
ee аист Sarees Leth 18.0 11.8 92 22.4 10.0 12.4 14.6 34.9 (0.1) 
seat: ee ee re 153 10.4 ‘ 26.8 10.5 0.0 10.2 —8.8 (—2.6) 
АРС и —369 —295 —355 —420 —14 125 346 she 
German Democratic Republic 
EXPOS Arte toh) See 15.30 | \ 
ПО eee eta 17.0 | 14.0 ] 8.7 
Balances graces os hots —1 202 . 
Hungary 
IEXDOLIS = eats. oS Г. 12.4* 13.6* 19.7 18:7 —0.9 10.1 16.7 
О ra vases 20.6 5.7% 7.4* 38.7 8.4 —1.5 1.0 6.1 
Вас amar sery ot, < —1101 —716* —392* —397 —210* —704 —506* —2 
Poland 
IS XPOUtS нь о. 29 TES 13.0 33.0 eS 13.7 8.3 30.3 (30.4) 
ПО са Se 19.6 10.8 27 5 12.8 2.0 8.8 28.9 (—5.4) 
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Balance gman sees eM) —1 42 77 Re: —78 265 
Soviet Union 
ЧОН К оо ао Ge Gre ts SPE) || 10.0 36.3 (6.6) 1 (38.7) 5.4 (10.4) 
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Source: National statistics; plans and plan fulfilment reports. 


Note. Figures in brackets are for first 9 (the Soviet Union), 10 (Czechoslovakia) ог 11 (Poland) months, 


imports or both. The fastest rate of expansion of trade 
turnover is planned for Bulgaria and Romania, and of 
exports for Hungary and Poland (13 and 16 per cent). 
These rates exceed those achieved in 1976, though these 
were themselves rapid. A less rapid, though still fast, 
growth rate is planned for the trade turnover of Czecho- 
slovakia and the German Democratic Republic (some 
9 per cent). It can be expected that the growth of Soviet 
foreign trade will be more moderate than in 1976. A 
slow rate of growth is planned for Polish imports (those 
of machinery may decline, since total investments will 
be reduced by 27 per cent) and a relatively moderate one 
for Hungarian imports. This means a substantial deceler- 


ation in Poland but a slight amelioration in Hungary. 
It seems that in most of the countries of the region the 
aim of improving trade balances will continue in 1977. 
Exports may therefore expand at a faster rate than 
imports, especially in trade with industrial market 
economies. 


A number of factors are relevant to trade developments 
in 1977. The supply situation will be dominated by the 
growth of output and priorities in distribution. The rate 
of growth of the output of the region as a whole may 
slow down, wholly because of a slowdown in the Soviet 
Union. Industrial output will grow relatively more 


124 Recent economic developments in eastern Europe and the Soviet Union 


TABLE 6.2 


Commodity trade of selected CMEA countries in 1976 


(Percentage change over previous year) 


SNES ee a а 


Total 


Imports 


Intermediate 
Machinery goods Food 


eee ee ie a ee eee 


Exports 
Intermediate Consumer 
Machinery goods Food goods 

Bulgaria 

LOTS с 24.8 4.2 30.8 20.5 

LOT Gt gece nce cs ccmicars 18.3 17.6 10.8 6.0 
Czechoslovakia 

LOTS 5 ee а cies aes 20.3 12.8 —4.4 28.7 

Об о бе ас 14.0 7.9 —2.0 8.6 
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OTS Boe es 23.7 0.1 Ale 10.8 

Об ое. = 125 28.5 2.9 5.9 
Poland 

о 29.9 25.4 —4.2 25.3 

о eee 12.8 1.3 12.4 1S) 


ро 26.9 29.5 —0.4 The 24.8 
14.8 2.8 6.0 —13.0 —2.0 3.1 
18.0 14.3 18.4 3.5 18.1 15.3 
10.6 12.2 55) 0.5 —1.2 8.7 
LZ 272 21.4 =7/ 19.9 20.6 
12.4 10.3 251) 50 ont 5 
23.7 16.1 27.1 8.2 1.4 19.6 

8.1 8.4 13.0 1.5 6.3 9.6 


Sources: National statistics and plan-fulfilment reports. 


Note: Figures for 1976 for Czechoslovakia refer to first nine months, and for Poland to first 11 months. 


slowly for the second year in succession. This may 
adversely affect the growth of supplies. However, each 
country has accorded priority to supplies for exports. 
Substantial improvements in the commodity structure 
of industrial output are expected to take place only 
towards the end of the present quinquennium. In the 
meantime a high import elasticity will continue to be a 
feature of industrial growth. 


The demand situation will be affected by current 
policies for the modernization of industry and the 
improvement of supplies to consumers and industry. 
Although these policies may be somewhat relaxed in 
1977, they will continue to exert upward pressure on the 
level of imports, particularly from industrial market 
economies. Modest rates of growth in industry, but with 
the persistence of some bottlenecks, will have a mixed 
effect on the growth of imports of industrial materials. 
A faster increase in the number of animals than in the 
output of fodder will maintain the need for imports even 
in years with a good harvest. 


The situation with regard to payments is not quite 
clear. Within the east-west framework, a number of new 
credits have been recently announced. However, a large 
proportion of the credits announced earlier have not yet 
been used up. Substantial improvements took place in 
the balance of east-west trade in 1976. Nevertheless, all 
the eastern countries aim at further improvements in 
these balances in 1977. Borrowing in western capital 
markets is still possible and eastern countries intend to 
continue doing so though they intend to reduce the 
scale. They hope to compensate for any adverse effects 
of a decline in borrowing on capital formation by a more 
selective allocation of imports to domestic producers. 


Within the intra-CMEA framework, adjustments made 
in January 1977 raised prices of traded fuels and raw 
materials and, by implication, improved the Soviet terms 
of trade. To maintain the necessary degrees of balance 
within the region, this calls for rising counter-deliveries 
of manufactured products. 


The final results for 1977 will depend a great deal on the 
progress of economic recovery in the western industri- 
alized countries. For this reason, exports from the 
eastern countries to that region may increase at a slower 
rate than in 1976. Since the eastern countries do not 
want any further increase in their deficits with the west, 
their imports from the region are again tending to 
become a function of their exports. 


(ii) Trade between CMEA countries 


Intra-CMEA trade probably grew by 11 per cent in 
1976. This was roughly one-third the rate reported for 
1975. The difference between the two rates is due to price 
changes, the incidence of which was very uneven over 
the two years. Volume growth rates were similar in 
1975 and 1976, probably amounting to some 8 per cent. 


Since 1974 prices in intra-CMEA trade have fluctuated 
unevenly. These fluctuations have reflected upheavals 
in world market prices and different stages in the appli- 
cation of a new price policy introduced in the region in 
January 1975. Five-year moving averages have been 
taken as the basis for adjustments in CMEA trade prices 
which are made at the beginning of every year. Since the 
rises in world market prices were sharp in 1973 and 1974, 
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and in order to avoid upheavals in trade balances, the 
decision was taken to raise prices in intra-CMEA trade 
to world market level over a number of years. So far 
three rounds of adjustment have been made: in January 
1975 average prices for the region were raised by 20 per 
cent (those of oil by 130 per cent); in January 1976 the 
п15е was more moderate (8 per cent for oil), as it was in 
January 1977 (20 per cent for oil, the price of which 
reached some $10 per barrel). The amplitude of price 
fluctuations on the world market also, narrowed consid- 
erably in 1975 and 1976. Throughout this period the 
terms of trade have been moving in favour of the Soviet 
Union. This is because the price adjustments have 
favoured fuels and raw materials which figure promi- 
nently in Soviet exports, but little in its imports. 


__ The growth rates of intra-CMEA trade varied a great 
deal among individual countries. Judging by the data 
for the first nine months, growth was relatively low in the 
case of the Soviet Union, but quite high in the case of other 
countries, especially of Bulgaria and Czechoslovakia. In 
the Soviet Union the rate of expansion decelerated a great 
deal (even in volume terms), with exports growing slightly 
faster than imports, owing mainly to uneven changes in 
prices and the improvement in the Soviet terms of trade. 
The trade between other CMEA countries increased 
rapidly. 

The expansion of co-operation among CMEA countries 
continued to contribute increasingly to the growth of 
their mutual trade. It should be mentioned that mutual 
trade based on specialization agreements has increased 
in the recent period by as much as 20 per cent per year. 
Trade based on the joint construction of enterprises is 
also developing fast. What is involved at this stage is 
mostly machinery, construction materials, and services 
delivered on credit by partner countries. In 1976 invest- 
ments in eight of such projects located in the Soviet 
Union amounted to 1.4 billion roubles ($1.9 billion); 
this was 1 billion more than in 1975. The partner coun- 
tries probably supplied products and services worth 
nearly $1 billion. 


Apart from regular trade and co-operation agreements, 
a special deal was concluded in 1976 between the Soviet 
Union and Poland. The Soviet Union has lent 1 billion 
roubles ($1.33 billion) to help Poland meet existing 
shortages in supplies of grains, certain raw materials and 
capital goods and consumer goods. The credit will be 
repaid by future Polish exports of goods. 


1977 is the third year of the new system of price ad- 
justment in intra-CMEA trade. This is long enough for 
the advantages and disadvantages of the system to show 
up. A recent article т a leading Polish economic journal ** 
finds the existing system to be good with respect to the 
price of fuels, some raw materials and agricultural 
products. The cost and the quality of these products do 
not change in the short run, but their prices in the worid 
market fluctuate a great deal which hampers planning. 
On the other hand, the article finds that five-year moving 
averages are not suitable for the adjustment of prices of 
manufactures, because the period is too long. The 
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quality of this type of product changes frequently. 
Fixed prices create disincentives to modernization and 
technical progress. Prices within intra-CMEA trade are 
often below world market prices, which discourages 
mutual trade. The article advocates the shortening of 
the moving average for machinery to two or, at most, 
three years and the use of current world market prices 
for consumer goods. 


(iii) Trade with industrial market economies 


The growth patterns of east-west trade have changed 
considerably in the recent past. In 1974, the value of 
both western exports to and imports from eastern 
countries rose by 40 per cent or more. In 1975, growth 
in these variables slowed down, but the rate of increase 
of western exports was still rapid (31 per cent) while 
imports expanded little (6 per cent). In contrast, during 
the first nine months of 1976, the rate of growth of 
western exports slackened sharply (to 7 per cent) while 
western imports almost trebled (to 16 per cent) (table 6.3). 


These movements were affected to a large extent by 
uneven price changes. In 1974, the dollar prices of 
western exports to eastern Europe and the Soviet Union 
soared by 26 per cent and of their imports from the area 
by some 50 per cent. In 1975, prices of exports and 
imports increased relatively little and at a similar rate 
(5 to 8 per cent). During the first nine months of 1976, 
prices of western imports may have risen slightly, while 
their export prices may have declined. This means 
that the considerable gain in the terms of trade of eastern 
countries in 1974 was roughly maintained in subsequent 
years. The key variable was the price of oil, which 
continued to increase. Recently, the prices of meat, 
timber, natural textile fibres, ores and non-ferrous metals 
have also been rising. These products account for a 
substantial share of eastern exports, but for a small 
proportion of their imports. In contrast, dollar prices 
of manufactured products and of cereals declined in 1976. 
These products account for the bulk of the eastern 
countries’ imports. 

The volume growth of exports and imports fluctuated 
also. Western exports to eastern Europe expanded 
rapidly in 1974 (11 per cent) and grew still faster in 1975 
(25 per cent). They slackened considerably during the 
first nine months of 1976, but the rise was still large 
(10 per cent). In contrast, western imports declined 
successively in 1974 and 1975 (7 per cent) but more than 
recovered in the first nine months of 1976 (14 per cent). 
Thus, the tendency for the volume growth of eastern 
exports to lag behind that of their imports, which has 
been the major problem of east-west trade in the past, 
was reversed in 1976. 

The development of Soviet east-west trade followed a 
different pattern from that of the east European countries. 
The volume growth of western exports to the Soviet Union 
almost stagnated in 1974, soared in 1975 by 64 per cent 
and grew by 21 per cent in 1976. The volume of western 
exports to east European countries expanded very rapidly 
in 1974, but declined successively in 1975 and during the 
first nine months of 1976. This was the case for most of 
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TABLE 6.3 


The trade of the industrial market economies with eastern Europe and the Soviet Union 
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Sources: OECD, Statistics of Foreign Trade, Series A, Paris; IMF, Direction of Trade and International Financial Statistics, Washington, D.C.; national statistics. 


the east European countries. The different position of 
the Soviet Union with respect to imports was related 
to its greater capacity to raise credits and other means of 


tinued to lag behind the volume growth of imports. 
Western imports from east European countries also 
declined in 1974, stagnated in 1975 and recovered less 


payment in the west. Moreover, the need of the Soviet 
Union to import machinery and cereals increased during 
the period under review. 


The volume of western imports from the Soviet Union 
declined successively in 1974 and 1975 (9 per cent), but 
rose sharply during the first nine months of 1976 (17 per 
cent). The capacity of the Soviet Union to raise exports 
during the recovery period in western economies is strong. 
This is because fuels and raw materials figure prominently 
in its exports. However, the Soviet Union was the one 
country for which the volume growth of exports con- 


fast than in the Soviet case in 1976. The recovery was 
nevertheless strong for all countries except Czechoslovakia 
and the German Democratic Republic. 


The improvements that took place in the terms of 
trade of the eastern region accrued mostly to the Soviet 
Union, owing to the commodity composition of its 
trade. Improvements obtained by east European coun- 
tries in 1974 have been eroded somewhat in subsequent 
years. 


There have been considerable variations in the expe- 
rience of individual western countries with respect to 
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east-west trade. During the first nine months of 1976 
exports from the west European countries combined to 
the east declined slightly in value and stagnated in volume. 
Export volumes declined for all individual countries 
except France, Finland and Yugoslavia. Exports from 
the United States, Canada and Japan continued to 


expand rapidly, mainly of cereals and machinery. ш in exports from the Federal Republic of Germany. This 
contrast, imports by west European countries grew at country had the largest surplus in east-west trade in 1975 
an accelerated rate (17 per cent), especially into the ($3.4 billion) and this was reduced by some 35 per cent 
lee aes a и Italy, France and the during the first nine months of 1976. 
nite ngdom. Imports by the United States and : : Ни 
Canada more than recovered the ground lost in 1975, . и is a а О 
Pilinose:by Japan continucd'to decline: in 1976 is available for the rst six months only, and for 
a limited number of countries. These, however, account 
Changes in the growth rates of trade of individual for 70 per cent of total east-west trade (table 6.4). Ma- 
western countries in 1976 were linked to trade balances _chinery, foodstuffs, fuels and chemicals played a promi- 


in 1975. Except for Japan and Belgium, imports by the 
countries which had the largest surpluses in 1975 grew 
considerably in 1976. At the same time exports from these 
countries either declined or (with the exception of the 
United States) increased less fast than imports. Especially 
noteworthy was the sharp rise in imports by and decline 


TABLE 6.4 


The commodity composition of east-west trade in eastern Europe and the Soviet Union 


(Percentage change over the same period of the preceding year) 
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Source: United Nations trade data. Germany, Greece, Iceland, Ireland, Netherlands, Norway, Portugal, Spain, 


; ys Yugoslavia, United States and Canada (covering 70 per cent of east-west trade). 
а For the first half of 1976 “‘western Europe, United States and Canada includes Е 


only: Austria, Belgium-Luxembourg, Finland, France, the Federal Republic of 
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nent ге in the expansion of imports to western countries. 
Foodstuffs and chemicals played a major réle in the 
acceleration of the volume growth of these imports. 
This represents an improvement in the export patterns of 
eastern countries. The growth of exports from western 
countries (eastern imports) was adversely affected by the 
decline in sales of basic manufactures (mostly metals 
and fibres) and chemicals, and a very fast deceleration in 
the expansion of machinery exports. In contrast, exports 
of foodstuffs rose sharply. On balance the growth of 
western exports to the east slowed down considerably. 
Changes during the rest of the year were minor as far as 
imports are concerned, but exports of foodstuffs declined 
and those of machinery continued to slow down. 


For the first 9 months of 1976 the trade deficit of the 
east European countries and the Soviet Union amounted 
to some $5.5 billion, $0.8 billion less than during the 
same period of 1975 (table 6.5). Partial information 
indicates that the deficit increased little in the remaining 
three months of 1976, and that the improvement in 1976 
as a whole may exceed $2 billion. Improvements oc- 
curred in the balances of most of the eastern countries. 
The Soviet Union and Poland continued to account for 
the bulk of the deficit registered for the region as a whole. 
The United States, the Federal Republic of Germany, 
Japan, France and Canada remained the major surplus 
countries. The deficits of the United Kingdom and 
Denmark increased sharply. Italy turned its surplus into 
a deficit, and the deficit of Finland was reduced. 


The considerable difference in the rates of economic 
growth between the two regions was the most important 
factor shaping export-import trends. In the industrial 
market economies total output declined by 1.2 per cent 
in 1975, but grew by 5 per cent in 1976. A still larger 
swing occurred in industrial output, which declined in 
1975 by nearly 8 per cent but recovered by more than 
that in 1976. The strongest recovery was in the United 
States, Japan and the Federal Republic of Germany but 


output also rose in Austria, Canada, France and Italy. 
These are the largest western participants in east-west 
trade. Final demand grew slightly less fast than output, 
the difference being accounted for by a build-up of stocks. 
The growth of trade was very elastic in relation to the 
growth of output, both in a downward and in an up- 
ward direction. This was especially true of imports, the 
volume of which declined by 7 per cent in 1975 but 
increased by 13.5 per cent in 1976. The corresponding 
rates for exports were minus 4.8 and 11 per cent. There 
was a strong recovery of import growth in all the major 
east-west trading countries in 1976. Growth rates varied 
from 15 to 22 per cent for the Federal Republic of Ger- 
many, the United States and France, from 10 to 11 per 
cent for Italy, Japan, Belgium and the Netherlands and 
were some 8 per cent for the United Kingdom and Canada. 
The east European countries and the Soviet Union 
increased their market shares in 1975 and maintained 
them in 1976. This was remarkable, in that competition 
had become more intense. The western demand for 
imports of fuels and raw materials was very elastic with 
respect to the recovery and the Soviet Union was able to 
export these products in rising quantities. 


The eastern deficit in the trade in services continued to 
expand. Receipts from tourism increased. In certain 
countries remittances and pensions receipts are becoming 
important. In Poland for instance, they have been the 
major source of private savings in foreign currency, and 
had risen to $160 million by November 1976 ($30 to 
$40 million per year). During 1973-1975 Polish citizens 
also purchased products worth $180 million in foreign 
currency in special government shops. However, interest 
payments on debts to the west expanded still faster. As 
a result, the current account deficit of east European 
countries and the Soviet Union on services may have 
approached, during the first nine months of 1976, some- 
what more than $6 billion, roughly $0.8 billion less than 
in 1975. 


TABLE 6.5 


Trade balances of east European countries and the Soviet Union with industrial market economies, 
and borrowing by them in western domestic and Euro-currency markets 
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ЗА full country breakdown is not available for liabilities and assets for Canada, Japan, Switzerland and the United States. It can be assumed that the bulk of the 


residual is for the Soviet Union, Poland and the German Democratic Republic. 
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The east European countries and the Soviet Union 
continued to borrow in western capital markets to the 
extent of $5.4 billion during the first nine months of 1976 
(table 6.5); on an annual basis this would have been some 
$1.4 billion less than in 1975. The bulk of the borrowing 
was by the Soviet Union and Poland and roughly re- 
flected the size of deficits. Only Romania continued, on 
balance, to reduce net borrowing. The net debt of the 
east European countries and the Soviet Union to western 
banks reached almost $20.7 billion by the end of Sep- 
tember 1976. Of this roughly $8 billion was accounted 
for by the Soviet Union, some $5 billion by Poland and 
$3 billion by the German Democratic Republic. 


Eastern borrowers (usually state banks) have recently 
diversified their methods of fund raising in western 
_capital markets. In the past they have relied on medium- 
term syndicated loans for which the interest rates exceed 
inter-bank rates. They are now increasingly turning to 
the short-term Euromarket, where interest rates are 
lower. It should be mentioned that unfavourable com- 
ments about eastern borrowing in the west are heard 
less often now that borrowing is on the decline and that 
the growth of eastern exports has accelerated. 


The east European countries and the Soviet Union 
continued to take up credits bearing government 
guarantees. These may have amounted to nearly $2 bil- 
lion in 197543 and could well have been more in 1976. 
These credits are often linked to counterpart delivery 
agreements which make repayment easy. Further pay- 
ments were effected through Soviet sales of gold, which 
are estimated at 300 tons in 1976, more than double 
the 1975 level. 


The accumulated debt of east European countries and 
the Soviet Union to western countries continues to in- 
crease. Towards the end of 1976 the net amount (gross 
debt minus repayments and minus foreign currency 
reserves kept in western banks) may have reached $32 to 
$35 billion. A figure of $38 billion was mentioned during 
the recent OECD east-west trade talks, but this may be 
on a gross basis. This involves in certain cases a соп- 
siderable amount of debt servicing: in Poland, for 
example, it amounted to about 25 per cent of hard 
currency earnings in 1976.45 


It is not certain how large the foreign currency reserves 
of east European countries and the Soviet Union are. 
Part of them is kept in western banks, where they are 
shown as western liabilities to eastern countries. These 


43 Total state guaranteed credits (including those for less than 
five years) announced during 1973-1975 amounted to $1.22 bil- 
lion for the Federal Republic of Germany, to $1.2 billion for 
France, to $1.2 billion for Japan, to $566 million for the United 
Kingdom and to $552 million for the United States. Over the same 
period Italy disbursed some $900 million of credits involving some 
kind of guaranty. Of the credits granted for 5 years and over, 
$1,567 million were granted to the Soviet Union, $795 million to 
Poland, $103 million to Czechoslovakia, $98 million to the German 
Democratic Republic, $53 million to Romania, $41 million to 
Bulgaria and $12 million to Hungary (Eastern Europe, vol. 5, No. 23, 
18 October 1970, London Chamber of Commerce and Industry). 


44 East-West Trade News, 20 October, 1976. 
45 Statement of the Polish Finance Minister published in Euro- 
money, January 1977. 


liabilities declined from $6.3 billion in December 1975 
to $6.1 billion in September 1976. Of the latter, which 
was equivalent to roughly two and a half months of 
imports from the west, $3 billion is credited to the 
Soviet Union, $0.5 billion to Poland, and $0.9 billion to 
Hungary. It seems certain that some part of eastern 
borrowing in the west has been used for the building up 
of reserves. A rapid increase in east-west trade and a 
diversification of business contracts has necessitated 


larger reserves to smooth out the course of current 
payments. 


Changes in current commercial policies were less 
significant in 1976 than they had been in preceding years. 
On the western side, further progress was made in the 
elimination of quantitative restrictions on imports from 
eastern countries, though a slowing down in this process 
was noticeable. This may be attributable to the recession 
in the west. The EEC Community has adopted national 
liberalization schemes and in 1975 extended them to a 
further 50 tariff positions. All of this was carried over 
into 1976 (except for the free import quota of aluminium 
from the Soviet Union allowed by France in 1976). Some 
import quotas will be increased in 1977 with the aim of 
helping eastern payments, but sensitive goods such as 
fibres, textiles and shoes will not be affected. EEC 
member countries can still modify these quotas uni- 
laterally, but only after consultation with the European 
Commission. With Romania’s accession to GATT, 
EEC discriminatory quantitative restrictions were gradu- 
ally reduced from 206 full and 271 partial tariff headings 
to 113 full and 80 partial headings. Now only 5 per cent 
of EEC imports from Romania are subject to such 
restrictions. Romania has been admitted to the United 
States generalized system of preferences, and enjoys 
expanding benefits in the EEC’s preference scheme. 


On the eastern side, Poland and Hungary somewhat 
liberalized their foreign trade systems. Hungary now 
combines the price mechanism with subsidies for imports, 
and increasingly helps exports through instruments of 
commercial policy such as beneficial credits and the 
refunding of import duties. By giving broader rights to 
production ministries and trade associations, Poland has 
increased the degree of decentralization in decision- 
taking on foreign trade. In deciding about imports of 
individual products, increasing reliance is being placed 
on balancing by product groups, i.e. compensation 
agreements are favoured. In addition, Poland has intro- 
duced a tariff varying from 0 to 40 per cent. 


Certain other policy measures, introduced to protect 
the balance of payments, were restrictive. In the west, 
most of them were of a general nature but some were 
specifically directed towards imports from east European 
countries. Among general measures mention should be 
made of Italian import deposit requirements and taxes 
on the purchase of foreign currency, Finnish import 
deposits, United States import quotas for special steel, 
United Kingdom licensing for imports of footwear, 
Spanish surcharges or increased customs duties on 
imports of consumer goods, the Greek prohibition of 
imports of frozen or chilled meat, and EEC quota 
reductions for imports of meat and steel. Some of these 
measures were intended only for a short period, and after 
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some time were either eased or discontinued. The most 
important measures specific to imports from east Euro- 
pean countries and the Soviet Union were: the United 
Kingdom’s restrictions on imports of woollen clothes 
and leather footwear for women and children, and the 
imposition of anti-dumping duties; Italian restrictions 
on imports of certain types of lamps and tubes; EEC 
permission to certain member states to exclude from 
Community treatment a number of products admitted 
freely in other member states; the EEC agreement with 
Romania (and possibly soon with Poland) involving limits 
on imports of cotton cloth, stockings, socks, underclothes, 
pullovers, suits, shirts and table linen. 


On the eastern side, some countries reinforced the 
control of the central authorities over foreign trade, and 
this affected imports of certain consumer goods. More- 
over, certain investment projects were delayed in order 
to save imports of capital goods. In fact, since mid- 
August eastern orders for machinery have been reported 
to be declining. A number of western companies have 
complained about the rising incidence of requests from 
eastern Europe for compensatory agreements. The 
products involved in these agreements are easy to handle 
only for multinational companies whose activities are 
very diversified. Nevertheless, both sides seem increasingly 
prepared to enter into this kind of agreement. Special 
organizations are being set up in the west for the disposal 
of the products involved in compensation deals. The 
existing practice is that the majority of western exporters 
transfer the products to trading houses located in London, 
Amsterdam, Vienna, Paris, Lausanne, Milan, etc. Some 
have set up their own compensation trade units, or 
established independent trading firms for such trans- 
actions. According to some estimates, compensation 
agreements accounted for some 20 to 25 per cent of total 
east-west trade in 1976. They are expected to increase 
in importance in the future. But until these measures 
become fully effective, compensation transactions will 
continue to cause friction in east-west trade. It is impor- 
tant to distinguish clearly compensation agreements from 
special projects located in the east involving western 
finance and repayment through counterpart deliveries. 


With the economic recovery in the west, east-west 
inter-firm industrial co-operation has also recovered. The 
high point was reached in 1972, when 1,000 inter-firm 
co-operation agreements were registered. In 1974 and 
throughout most of 1975 only a few contracts were 
signed. But between July 1975 and July 1976, 298 new 
contracts were signed, and the new contracts were 
reported as favouring higher types of co-operation.*® 


48 A co-operation agreement signed in December 1976 between 
the French car company Citroén and two Romanian companies is 
important and illuminating. It provides for the construction in 
Romania of a factory with capacity for the production of 130 
thousand cars annually. The model involved will be a special one 
to be produced only in Romania. About 65 thousand of the cars 
will be sold each year in western Europe by Citroén, with Romania 
selling the same number in CMEA countries. The project will be 
implemented through a mixed company, with Citroén holding 36 
per cent of the capital of FF.500 million. In the first stage Citroén 
will provide the design of the model and organize, in collaboration 
with the Romanian companies, the construction of the factory. 
FF.850 million worth of machine tools and equipment will be 


The implementation of counterpart delivery projects 
(based on some $12 billion of western credits) involves at 
the present stage western shipments of machinery worth 
some $2 billion per year (or about 17 per cent of western 
exports of machinery). A number of new contracts have 
recently been signed.*? Credit flows in the opposite 
direction are also reported, but mainly from the Soviet 
Union to the less developed countries of southern 
Europe.” 


The number of co-operation agreements signed by 
governments is also increasing. These are intended to 
facilitate the negotiation of inter-firm contracts. There 
are at present 128 of such agreements, 1.е. four out of 
five possible east-west European links are covered. 


A number of improvements have recently been made 
in the legislation of east European countries with the aim 
of stimulating east-west industrial co-operation. The 
major development here is an increasingly favourable 
treatment for the trade arising from co-operation agree- 
ments. In Czechoslovakia, for instance, enterprises are 
granted preferential price advantages, tax discounts of 
up to 30 per cent, and import subsidies of up to 50 per cent 
for their deals arising from co-operation agreements. 
Poland permits (as from 14 May 1976) foreign individuals 
and corporations to engage in economic activities such 
as handicrafts, domestic trade, gastronomy, the hotel 
trade and services. Hungary is shifting the emphasis of 
its co-operation programme from consumer products to 
machinery, with the aim of improving industrial techno- 
logy and reaping scale economies. 


(iv) Trade with developing countries 


Only a few CMEA countries (Czechoslovakia, Poland 
and the Soviet Union) have so far published information 
on their exports to and imports from developing countries 


delivered by France to Romania. In the second stage, which will 
begin as soon as the assembly shop is finished, Citroén will provide 
technical assistance and most of the materials and parts necessary 
for the assembly of vehicles. The progressive incorporation of 
Romanian parts into the assembly of the cars will extend over ten 
years. The agreement will expand Romanian car production 
by 2% times. 

47 The French Banque de Paris et des Pays-Bas has extended to 
Hungary FF.50 million worth of credits to finance the purchase of 
French capital goods. French industrial concerns have won con- 
tracts totalling FF.950 million, partly in connexion with recent 
French-Romanian co-operation deals. In December 1976 French 
companies signed export contracts with the USSR worth some 
FF.2.5 billion. These contracts bring the value of deals signed in 
1976 to about FF.6.8, billion as against FF.5.3 billion in 1974 and 
4.5 billion in 1975. A United Kingdom consortium has recently 
won a £100 million contract for the supply of 42 gas pumping 
modules to the Soviet Union. Polant has signed a DM.560 million 
credit agreement with a banking consortium in the Federal Republic 
of Germany as part of an over-all credit package of over DM.2.5 
billion for the Katowice coal-gasification project and also a £170 
million deal with British firms. 

'S The Soviet Union has granted a $1,230 million credit to Turkey 
to finance the construction of five major industrial projects, of 
which $770 million is for equipment for a steel plant, $50 million 
for aluminium, and $60 million for two plants to manufacture 
turbines, generators and heavy duty electric machines. Repayments 
will be made in kind, including agricultural products. 
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for 1976 (table 6.1). These figures cover periods extending 
from the first 9 to the first 11 months of the year. The 
three countries mentioned account for some 73 per cent 
of the trade between the CMEA and the developing 
regions (the Soviet Union alone for some 58 per cent). 
There appears to have been a substantial shift in the 
pattern of this trade between 1975 and 1976. 


The east European countries and the Soviet Union 
imported from developing countries 30 per cent more 
in 1975 than in 1974, and exported only 14 per cent more, 
although Soviet exports grew modestly (5 per cent). In 
1975 export prices increased slightly and import prices 
declined slightly. The differences between import and 
export growth rates were due mainly to credit repayments 
in kind by developing countries: these had started in 1974 
‚ ап4 were accelerated in 1975. 


Trends in exports and imports were reversed in 1976. 
It seems likely that the exports of the east European 
countries and the Soviet Union increased rapidly while 
their imports declined and their export surplus rose fast. 
The Soviet Union was primarily responsible for this 
switch; during the first nine months of 1976 the rate of 


growth of Soviet exports accelerated to more than 10 per 
cent, while imports declined by almost 5 per cent in 1976. 
Polish exports continued to soar while imports declined. 
In Czechoslovakia exports remained at the same level 
and imports declined. 


Apart from the already high figures for imports in 1975 
there were two principal reasons for these changes. 
Eastern deliveries to oil-producing countries rose a great 
deal, stimulated by co-operation agreements which in- 
volved substantial shipments of machinery. Exports on 
credit from the Soviet Union and some east European 
countries to developing countries also seem to have 
increased considerably in 1976. Disbursement of credits 
to developing countries ($5.3 billion during the period 
1972-1974 and probably nearly $8 billion by the end of 
1976) was speeded up. Exports of other east European 
countries grew little or even declined, mainly because of 
lack of finance. 


Figures on the commodity composition of current 
trade are not available. To give an idea of recent devel- 
opments, table 6.6 has been compiled for the region as a 
whole for 1972-1974, and table 6.7 for Poland for 1970, 
1974 and 1975. Recent changes in trade patterns are 


TABLE 6.6 


The commodity composition of the trade of the CMEA countries with the developing countries 


Exports Imports 
Percentage Percentage 
In billions share In billions share 
of dollars of dollars 
1974 1972 1974 1974 1972 1974 
Food : 2.41 14.0 21.0 3.26 40.7 42.6 
Raw materials. . 0.76 5:7 6.6 Dall 30.6 27.6 
ое caters 6, ss 0.79 4.3 6.9 0.98 We 12.8 
Metals . . 0.70 6.2 6.1 0.33 2.4 4.3 
Chemicals ease ae 0.60 4.5 5.2 0.13 5 По 
Machinery and equipment. . 2.80 32.8 24.4 0.04 a ee 
Other manufactured products . 3.44 85) 29.8 0.80 15: ; 
ПОТА. 11.50 100.0 100.0 7.65 100.0 100.0 
ВЕ Инны 
Source: UN Monthly Bulletin of Statistics. 
TABLE 6.7 


The commodity composition of Polish trade with the developing countries 


ОВО 


Polish exports 


Polish imports 


Percentage share 


Percentage share 
In millions 


In millions 


7 ‹ 75 of dollars 1970 1974 1975 
of dollars 1970 1974 1975 f dolla 
Food and agriculture. . . 89 г. He | Bs ее. ae ge a 
Fuel and power ..... - 96 РБ Eo: 2 5. 
Metallurgical products . 40 15.8 4.7 99 84 9.0 aed : ce Е 
Chemicals 214 14.9 25.9 20.7 191 14.6 < 24.0 a 
4 ‘er : | D : : 
Machinery and equipment. . ae a i sa " о. р a 
Bibs ec . 35 2.4 27 2.4 166 11.05 8.35 21.6° 
ers . 25 

TOTAL 1 033 100.0 100.0 100.0 768 100.0 100.0 100.0 


Source: Direct communication. 
а Most certainly the bulk of this item consists of non-processed natural fertilizers. 


> Contains some raw materials. 
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blurred by relative price changes in favour of foodstuffs 
and fuels. At current prices, eastern exports are domi- 
nated by machinery and other manufactured products. 
Manufactured products (broadly defined to include metals) 
amounted to 17 per cent of imports in 1974. The pattern 
of Polish imports was much more favourable to the 
developing countries than this, with manufactured pro- 
ducts accounting for a relatively larger share in 1975. 


The extension of co-operation between developing and 
eastern countries is described in part II. One point worth 


mentioning is the collaboration between eastern and 
developing countries in setting up enterprises in third 
countries. For instance, India will supply electrolysers 
for aluminium plants to be set up in Bulgaria with Soviet 
assistance. Last September the Soviet Union placed 
large orders in India for component parts for steel plants 
that the Soviet Union is going to set up in Middle Eastern 
countries. Negotiations are going on for similar arrange- 
ments for projects to be built in Africa with Soviet 
assistance. 
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